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THE WHITE HOUSE 
WASHINGTON 


CONFIDENTIAL 
August 12, 1966 


WWR: 


Attached for the President's meeting with 


NAME Cemmt at 12:30 5 are: 
1. Talking points paper and State's backup. 


2. A memo on my conversation with Kamel 
Wednesday to give you the fuller picture of what 
he expects out of this meeting. 


State's suggested talking points say nothing 
about food aid at all. Amb. Hare feels the whole 
food situation is so complicated that anything we 


say might come home to haunt us. 


Rodger Davies and I think saying nothing 
will produce as much of a boomerang as saying, 
"No more aid." Moreover, it is om policy-~- 
approved in IRG, recommended by Secretary Rusk, 
signed off by the President--not to close the 
door on aid. We have specifically avoided 
saying, "No," to a new PL480 agreement in offering 


CCC credit. 


So I have put in a very harmless general 
point which commits us to nothing but at least 


recognises the issue. =a 


Hal Saunders 
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Mr. Rostow 
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By_£+?___, NARS, Date //Z-77 
_ SECRET — August 10, 1966 


MEMORANDUM FOR THE RECORD 


Ambassador Kamel invited me te lunch yesterday chiefly to lay the 
roundwoerk for his apective meeting with the President. He bears a 
general message from Nasser--in addition to an autographed picture--and 

hopes for a substantive reply. He regards thia as the first high level 


contact since Sadat's visit in February and obviously wants to be eure 
the White House prepares the President for more than a courtesy call. 


Kamel spent the early part of our meeting running over the now 
familiar line that the UAR is at the cross@mads between nonalignment and 
total dependence on the USSR; that it would be tragic for the West to lose 
the UAR; that we must ignore the minor annoyances in our relations and 
as profeasionala keep our eyea on basic interests. 


However, what he wants to tell the President is much more specific. 
He says Nasser has authorized him to tell the President: (1) Nasser wants 
good persenal relations with the President. {2) The UAR would accept 
nuclear safeguadds if we could perguade Irae] to do the same, {3) The 
UAR will continue to keep the Israeli issue "in the icebox". (4) He wants 
to get out of Yemen and hopes sae will support the Kuwaiti mediation. 


Kamel painted : a full sactags of the meseage he hopes the Presi 
him for Nasser and even suggested that it would be helpiu 

the President a little later eguld follow-up with a friendly informal letter. 
Kamel hapes the President will say: (1) He too wants good relations. {2) 
He has kept the door apen to coritinue food aid, at least after gut November 
elections, (Kamel says Nasser sees the PL 480 agreement primarily as 
a political symbol of our velationship. Ending thia aid would amount to 
telling Nasser, ae he would see it, that we are out to upsct him.) (3) He 
considers Nasser's offer to acchpt nuclear aafeguarde significant and will 
de what he can on the leraeli side to bulld on thie. (4) He eupperts the 
Kuwaiti mediation and will urg Fateal to be flexible. 


3 acknowledged my wnderptanding of hie points and promised to be 
sure the President was aware a the importance Kamel attached to their 


meeting. 


Then continuing the more general line of our initial remasks, t 
said that two points concerned me about the US-UAR relationship: 


i, An article in that Masses fev i Times had quoted Nasser 
ae saying that the Western powers are ‘ir tly heetile'’ to his pan-Arab 


nationalism. Dismissing for the moment all the unfortunate aspects of 
—_-_SEGRET 
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having such sentiments appear in the press, I felt this pictured a very 
real mistrust of US motives and until we could find some way te overcome 
that suspicion~--which we do not believe is justified--we will have a very 
difficult time building a much closer relationship than we have now. 


Kamel answered that the only way to overcome this suapicion--he 
preferred "suspicion" to 'mistrust''--wae by deeds. Nasser had people 
around him constantly depicting our actions in the worst pessible light. 
Unfortunately, the histery of our relationship since 1955 has offered enough 
examples of bad faith in the Egyptian view to make Nasser very sensitive 
to any imagined move to undercut him. 


2. I said that even if we could forget the sometimes nasty atmosphere 
created by the press, speeches and lobbyists, there waa stil] one major 
obstacle to our moving into a full-scale ecanamic relationship with the UAR, 
Just as Nasser views cur PL 480 agreements aa symbolic of our willingness 
to do businese with him, we view his willingness to come to terms honestly 
with the IMF aa symbolic of his readiness to put his economic policy on a 
sensible courses, Until he gives evidence of listening to his econgmic 
leaders, we will always feel that politica are likely to derail sensible 
econamic programs at any moment. In that atmosphere, we are not as 
inclined to get heavily involved in a country like the UAR--despite all its 
potential--as we are in cowmtries Mike India or Pakistan where the political 
leaderahip has made economic development its top political priority. 


Our conversation concluded with Kamel outlining what he hoped would 
be a scenario fer the fall. Firat, of course, he hoped that he would be able 
to report his meeting with the President as a major substantive meeting 
in which the President clearly showed his desire te improve relations with 
Nasser. He hoped that the President might feliew this up with a letter not 
tee long after. He rediised that we would act be able to move on a new PL 480 
agreement befere Congress adjousns er before our November elections, but 
heped that we might negotiate a new agreement after that. He hoped that the 
IMY mission which leaves for Cairo scan will provide a sound base for a 
better economic relationship (he hoped we would lean on the IMF}. He hoped 
aleo that Secretary Rusk might be able toward the end of the year to make 
hie once-daferyved visit te Cairo, which Kamel promised he would make 
even more successful than Sadat's visit here. 
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THE WHITE HOUSE 


WASHINGTON 


_-SECRET August 12, 1966 
MEMORANDUM FOR THE PRESIDENT 


SUBJECT: Talking Points for Your Meeting with UAR Ambassador Kamel-- 
12:30 p.m, Friday, August 12 


Kamel is just back from Cairo with word that Nasser wants to 
improve relations, will keep the Israeli issue quiet, would accept nuclear 
safeguards if Israel did, and wants to get out of Yemen, 


Our aim is to keep a line open. Nasser looked ready this spring to 
force a showdown, Now he has backed off. He badly needs our wheat and 
is buying $50 million on CCC credit, But his recent speeches still sound 
as if he is preparing his people for the end of US aid. (The first page and 
paras, 1, 8, 10, 11 of the attached give details. ) 


| This will be your first important communication with Nasser since 
you saw Sadat in February. State recommends a considered reply: 


i 1, We share President Nasser's wish to improve relations, 
2. The US has no basic quarrel with the UAR. We are not "inherently 


| hostile" (as Nasser has reportedly said). We respect Nasser's achievement 
in raising his people's hopes. 


f 3, Where differences develop, we are ready to talk them out or 

# find ways to confine them (like keeping the Israeli issue "in the icebox"), 
However, you want to repeat your suggestion to Mr. Sadat that we discuss 
these differences quietly--not in public, 


4. We share the UAR's hopes for economic growth. We have not 
closed the door to helping, but two things make helping difficult--the political 
atmosphere and the UAR's failure to put its financial house in order, A 
sound agreement with the Monetary Fund would improve the financial 
climate. (You will want to avoid promises, ) 


Se eo cenee 


mee. 


5. We consider President Nasser's offer to accept nuclear safeguards 
important. We oppose nuclear weapons anywhere in the Middle East, 


6. We hope the Kuwaiti mediation talks on Yemen next week will 


succeed, ~.- _< DECLASSIFIED 
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TALKING POINTS FOR THE PRESIDENT 


Subject: Call of Dr. Mostafa Kamel, Ambassador of the 
United Arab Republic 


Background 


Kamel returned to the United States on June 23 after an extended period 
of consultation in Cairo. He wishes to see you briefly to present an 
autographed picture of Nasser. He will also tell you that Nasser wishes 
to work with you to strengthen US-UAR relations. He will probably tell 
you that Cairo is "at the crossroads:" that unless Nasser can feel some 
degree of confidence in US support in his problems of development and 
sheer survival, so far as feeding his people is concerned, he will succumb 
to counsels of desperation. 


While some aspects of the UAR's deportment in recent months have been 
irritating to the extreme, our basic interests in the Near East are in 
relatively good shape. We see no advantage in either seeking, or letting 
things drift toward, an expanded confrontation with the UAR. If the UAR 
is willing to cooperate, a period of a few months' calm in our relations 
could be mutually helpful. 


We have enclosed a brief summary of the current status of US-UAR relations. 


Talking Points 


Recommended points to make to Kamel: 


1. The United States has no fundamental quarrel with the Egyptian people 
or with their President. We respect the Egyptian people for what they are, 
hardworking, devoted to their country, and cheerful in adversity. We 
respect President Nasser for what he has accomplished in giving his people 
hope for the future. 


2. As President Nasser has said most of the differences between us have 
nothing to do with direct US-UAR relations. They generally relate to 
issues involving third parties. This does not make the differences any 
less real. On the contrary, they are more complex and more difficult. 


3. Please tell President Nasser that we appreciate his desire to work 
with us to improve relations. We share this wish. We will continue to 
be ready to explore with your Government ways and means of resolving our 
differences, or, if this is not possible, circumscribing them. The 
atmosphere will be healthiest if we manage, to the greatest extent 
possible, to keep our differences to ourselves. 


4, We appreciate President Nasser's assurance that he will accept inter- 
national controls over UAR atomic activities. We think this is an important 
step. We remain absolutely opposed to the spread of nuclear weapons to 

any country in the Near East. 


Enclosure: Current Status of US-UAR Relations 
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Current Status of US-UAR Relations 


1. General atmosphere, 


According to Ambassador Kamel a "great debate" has been continuing 
in Nasser's inner circle, There are those who urge Nasser to give up 
endeavors to improve relations with the United States and to move 
closer to the Soviet bloc, There are others, alas too few, who urge a 
further effort to try to improve things with the United States and to 
keep the door open for possible resumed US food assistance, Thanks to 
Kamel’s efforts in Cairo, Nasser has gone along with the latter group 
and is willing to make one more try. 


While we would not care to speculate on the factualness of this 
presentation in detail, we do believe that Nasser has come to realize 
that the days when he could successfully balance West against East may 
be coming to an end, While Soviet aid and support have remained 
fairly constant, assistance from the United States and the West has 
been cyclical and the cycle has been declining, He has come close to 
deciding to wash his hands of the West, But he does not desire a 
dramatic confrontation with us, Moreover, he has come to realize the 
value and almost irreplaceable character of US food assistance, There- 
fore, he, Kamel, and other Egyptians are telling us in private what: 
they think we want to hear, Nasser's July public speeches, however, 
reflect a need he feels to prepare his public opinion for a final cut- 
off of US help. 


2. Yemen. 


The Kuwaiti negotiators have been active and resourceful in 
isolating issues and obtaining compromises between the Egyptians and 
the Saudis. A meeting is to take place in Kuwait between UAR and 
Saudi representatives on August 15, The UAR has impressed the Kuwaitis 
with its desire for a settlement, The Egyptians have also assured us 
that they want a settlement and asked us to help bring it about. There 
are some indications that the UAR is going forward on its own with a 
revision of its military dispositions in Yemen that would result in the 
reduction of Egyptian forces there from present levels of 60-70,000 to 
about 40,000. 


3. The remaining and most difficult question is the disposition of the 
former Yemeni Royal Family. They are presently encamped in northern 
Yemen being aided and succored by the Saudis, among others. Nasser 
feels that he must be able to make a plausible claim of victory in the 
Yemen, to the effect that the lengthy and costly Egyptian sacrifice 
there at least resulted in the establishment of a non-royalist state, 


Otherwise, discontent in the UAR armed forces will rise to a level 
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seriously to threaten the continued existence of the Nasser regime. 
We believe Nasser may well be right in this analysis. But Faisal 
says he will not envisage the removal of the Royal Family unless 
and until the last UAR soldier is out of Yemen, 


4. Vietnam. 


We believe that Nasser is torn in his mind over Vietnam. He is 
aware of the big power aspects of the struggle and would not welcome 
the increase in Chinese Communist prestige and power which would 
follow defeat of the United States in Vietnam. He is flattered when 
we consult him on ways and means of bringing Hanoi to the conference 
table. At the same time, as in the past, he resents the mighty power 
of the United States, the United States ability to do just about what 
it pleases in the world without anyone's, not even the Soviets', being 
able to say us nay. He is emotionally affected by US air attacks on 
a small, non-European country. He also doubtless believes it 
essential not to get too far away from the Soviets on this issue if 
he is to maintain his pipeline to Soviet aid and arms, He was taken 
aback by our strong reaction to the UAR's permitting the Viet Cong to 
open an office in Cairo. Kamel and others have tried to explain it 
away by stating that this was not meant as a provocation to the 
United States but was done in an effort to be helpful in providing, 
better communications through the Egyptian channel between the US on 
the one hand and Hanoi and the Viet Cong on the other, 


5. Polarization of the Arab World, 


While the Soviets still speak of the UAR, Algeria, Iraq and Syria 
as a natural grouping of "enlightened, forward-looking" Arab states, 
the prospects of a lasting polarization seem much less than originally 
feared, The UAR, Algeria, Iraq and Syria publicly profess certain 
"socialist" goals, But relations among them are far from easy or 
comfortable. Nasser's present effort seems to be to isolate as 
"incorrigible reactionaries" the regimes of Jordan, Saudi Arabia, and, 
of course, Tunisia. 


6. Arab Summits and Israel. 


Nasser has caused a setback to Arab Summitry by his refusal to at- 
tend the meeting planned for Algiers in September, While he may have 
hoped to keep in being such organisms as the Palestine Liberation Army 
and the Jordan River Authority, (if for no other reason because the 
hard currency resources of these bodies were kept in Egyptian banks) , 
it seems that financial support for these groups will probably decline, 
There has been a decline in Israeli apprehensiveness over Arab military 
strength, Our military assistance to Israel has played a role in this, 


Nasser may well fulminate against Israel but we believe there is 
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practically no possibility that he will attack or provoke the Israelis 
within the foreseeable future, 


7. AALAPSO Conference. 


The Egyptians were impressed by the strong American reaction to the 
prospect that the second Afro-Asian Latin American Peoples Solidarity 
Conference would be hosted by Cairo in 1968, They also seem to be 
surprised at the strength of the reaction by Latin American governments, 
They have disclaimed any governmental connection with AALAPSO and hinted 
that the invitation to the group to meet in Cairo may have been issued 
without the consent of responsible UAR authority. They have also broadly 
hinted that the conference may never take place. 


8. UAR Economy. 


Egypt's economy has been in difficulties since the early sixties. 
It is now somewhat worse off due to the decline in western aid and credit 
and the heavy debt burden, Many of her problems are those of many developing 
states: over-ambitious and ill-planned public expenditures leading to 
inflation, unforeseen rises in consumption, continuing balance of payments 
deficits, wasteful resource allocation, onerous debt repayment schedules, 
etc. Her problems are compounded by a burgeoning population and the need 
to obtain much of her food from abroad, Egypt must import 50,000 tons of 
wheat a week to feed its urban population. There is some prospect of 
increasing revenues from oil production in the next few years but there 
are as yet no signs that Egypt will come close to turning into another 
Saudi Arabia or Libya. The International Monetary Fund is willing to 
assist the UAR through a stabilization agreement provided the Egyptians 
take necessary restrictive measures including some form of devaluation. 
The Egyptians have balked at this. However, we have emphasized to them 
the necessity of coming to terms with the IMF. Conversations are con- 
tinuing and the prospects of a new IMF agreement now appear somewhat brighter. 


A.I.D. assistance to Egypt is now limited to a relatively modest 
technical assistance program ($1.5 million in FY 1966) and a $12 million 
Title LII welfare feeding program operated by CARE and Catholic Relief 
Services. For a combination of economic and political reasons, we have 
made no development loans to Egypt since 1963. The earlier loan projects 
are completed or rapidly nearing completion, with the exception of a 
Grain Storage Project ($17 million) on which we have delayed implementation 
for political reasons. The last PL 480 agreement ($55 million for six 
months under Titles I and LV) expired June 30, 1966. No action has been 
taken on a UAR request for a new $150 million PL 480 agreement. We sug- 
gested instead that the UAR make CCC commercial purchases. The Egyptians 
have now obtained $50 million in three year CCC dollar export credit to 
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g meet wheat needs through the remainder of 1966. To maintain their supply, 


the Egyptians can be expected to seek a new PL 480 agreement sometime 
this fall. 


9. Arms Control. 


The Egyptians have moved a step forward on this subject. Nasser has 
told us personally that he would accept international controls (possibly 
IAEA controls) over his atomic activities, He told the Guardian newspaper 
that he would accept a non~proliferation treaty. His missile program seems 
on dead center, plagued by material and personnel shortages, The Israelis 
are less anxious to obtain missiles of their own. We think further explor- 
ations of this subject with both sides are now called for and are thinking 


in terms of approaches of our Ambassadors in Cairo and Tel Aviv in the 
early fall. 


10. Conclusions. 


Throughout the decline in US-UAR relations which took place this 
spring, our vital interests in the area--prevention of Arab-Israel hostilities, 
oil, Suez Canal, etc.--remained basically untouched, It is hard to attribute 
i the cause for the decline to any single factor, It was more a question of 
general atmosphere, 


| Nasser is not the man he was, either in the Arab world, or to some 

| extent, in Egypt. But the Arab world still has not produced another leader 
who can begin to challenge Nasser. Nor do we think that popular discontent 
‘ in Egypt has risen to the point where the regime is threatened, A military 

| coup, of the type that brought Nasser to power, is of course always possible, 
A "defeat" in the Yemen would make it more so, There are those=-certainly 

the British and probably the Saudis--who think that any successor regime in 

. Egypt would be better than the present one. This is dubious. Egypts 

i aspirations to lead the entire area go back many decades, if not centuries. 
They antedate Nasser and will not disappear with him. Egypt's dependence 

on the USSR for arms and economic aid is built in for many years to come, 
Nasser has succeeded in slightly raising the pathetically low living 
standards of his people and in restoring their sense of dignity and hope 

for the future, He has maintained stability in an important corridor of 

an unstable area. If the Egyptians should decide to depose him, that is their 
business. But there is no American interest in becoming a party to a plot 
or in letting the situation in Egypt degenerate into total instability in 

the hope that something better will turn up. 
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4 11. We believe it is to our interests to continue to keep the door open 

' with the UAR, and to keep assuring them of our desire to be helpful within 
i the range of our possibilities. We must also make clear that the scope 

of the range of possibilities depends very heavily on what they can do to 
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improve their standing in the light of American congressional and public 
opinion. 


The previous method of food assistance to Egypt, long or short-term 
PL 480 agreements, has had unhappy aspects for both sides. Ideally, if 
the Egyptians were to cooperate in maintaining a period of calm in our 
relations, it would be better to place food assistance to Egypt in a new, 
perhaps multilateral framework, If we could move to a context of assisting 
the UAR to make its contribution to the global attack on the world food 
problem-~a program whereby Egypt's agriculture would ultimately provide 
the wherewithal for feeding Egypt--we would have a sounder basis for 
cooperation. 


MEMORANDUM 14S 


THE WHITE HOUSE 


WASHINGTON 


__CONFIDENTiAER—— August 12, 1966 


MEMORANDUM FOR THE RECORD 


SUBJECT: Ambassador Kamel's Visit with the President, 
August 12, 1966 


Bromley Smith reported to me that the meeting was 
delayed; Kamel was very long-winded; the President was 
in a hurry. 


The only substantive question requiring action was 
the President's promise that an Egyptian plan for moving 
from CCC'sales to PL 480 ''would be staffed out.'' Ambassador 
Hare has the document. 


%, 


The general tenor of the conversation suggested that 
| the UAR is increasingly concerned to move closer to the 
Bank and fund. 


rd Wriggins 


+ 
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14% 
DEPARTMENT OF STATE 


WASHINGTON 


August 11, 1966 


MEMORANDUM FOR MR. WALT W. ROSTOW 
THE WHITE HOUSE 


Subject: Call of UAR Ambassador Kamel on the 
President 


Talking points for the President's meeting 
with Ambassador Kamel are enclosed, together with 


a brief summary of the current status of US-UAR 
relations. 


Ambassador Hare, Assistant Secretary for NEA, 


will be present. 
~“Bénjamin H. Read——-——_. 
Awrecitin Secretary 


1. Talking Points for the President. 


Enclosures: 


2. Current Status of US-UAR Relations. 
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; ; 2% Af As 
SUBJECT: UAR Ambassador's Request to See You g° 


Ambassador Kamel is just back from Cairo with renewed word 4 
of Nasser's- desire to improve US-UAR relations,..He also has an » 
inscribed photo of Nasser he would like to give you. 


Secretary Rusk recommends that you sec him (attached), and: 
i agree, 


Our main goal with Nasser is to keep the lines of communication 
open, Our experimental efforts at getting closer to him over the past 
five years have shown us the limits of our leverage. But they have also 
shown that Nasser, does want to keep his lines open to the West. 


Talking is one of the.few things we can do right now.) We bought a 
few months by making available $50 million in wheat on CCC terms 
instead of renewing our PL 480 agreement, We are not likely to do 
much more this fall, But we have stopped short of the confrontation 
we seemed headed for last spring. So it is worth keeping the talk going 
in hopes of quieting things down for awhile. 


A talk with Kamel-would be a logical next step.in the process you, 
began -by. your February session with Sadat, His exchanges with both you 
and Secretary Rusk were extraordinarily frank but cordial, Even though 
Nasser let slip the chance to build on Sadat's good visit here, I believe 
those talks improved understanding. 


In that spirit, you told Sadat 'When your government has something” 


Seon 


on down here,- Letts not talk about it in public. I think it would be wise 
to let them pickup that invitation, 
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THE SECRETARY OF STATE 
WASHINGTON 
—CGONEEDENTEAE— august 1, 1966 


MEMORANDUM FOR THE PRESIDENT 


Subject: Request of Ambassador Kamel of the 
United Arab Republic to Call on You. 


Recommendation: 


That you receive Dr. Mostafa Kamel, Ambassador of 
_the United Arab Republic, for a brief call. 


APPROVE eA DISAPPROVE 
Discussion: 


Ambassador Kamel returned to Washington from 
Cairo on June 23 after a lengthy period of consultation 
there during which he saw President Nasser. He has a 
signed photograph of President Nasser which he wishes 
to present to you. (Ambassador Battle reports that 
Nasser has placed your autographed photograph on his 
mantle.) He also wishes to convey President Nasser's 
desire to work with us to improve relations between 
our two countries. He will also doubtless stress 
the need for continuing "cooperation" (i.e., food 
assistance) from the United States to the United Arab 
Republic. 


The United Arab Republic is going through one of 
its periodic re-examinations of its relations with the 
United States and seems to want to avoid an expanded 
confrontation with us. The Egyptians have accepted 
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our offer of CCC credit for wheat in lieu of further 
sales under Title I of P.L. 480 with relatively good 
grace as a "transitory measure." We welcome the 
six-month respite the CCC transaction gives us and 
still wish to keep the door open between us and 

Egypt. Your’ receiving Ambassador Kamel will contribute 
to this process. 


ror usta 


Dean Rusk 


Etc. 
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MEMORANDUM FOR THE PRESIDENT 


Today's headlines make Nasser's speech sound a lot nastier 
than it was. It was quite low-key and mostly devoted to domestic 


and Arab affairs. The papers completely miss the point that we 
have managed to say ''no" to his PL 480 request for the time being 
-- the line you approved last month -- without driving him off the 


deep end. 


In effect, he accepted our offer to sell on CCC credit. (In 
fact, he has had a mission here for the past week lining up banks 
to underwrite the deal.) He blamed policy disagreements for the 
lapse of our PL 480 agreement and made the usual noises about not 
knuckling under to pressure. But he was very careful to allude only 
to news agencies and Congress ~- not to the Administration ~- as- 
parties to the disagreement. His tone was more-in-sorrow-than- 
in-anger, and he took some pains to explain the terms of past food 
deals to prepare his people for cutting back on other imports to 


buy food. 


The other major foreign policy point was his refusal to attend 
the Arab summit meeting scheduled for September. This caps the 
steady breakdown of two years of Arab detente and the regrouping of 
moderates and radicals we talked about during Faisal's visit. On 
balance, this will probably make our job in the Near East harder. 
Even though it will weaken the United Arab Command and reduce its 
threat to Israel, both U.S. and Israeli interests require us to keep 
a foot in all Arab doors. With the Near East more sharply divided, 
it will be tougher again to avoid being forced into taking sides as the 


Soviets would like to see. 
He mentioned, Vietnam only as the most serious obstacle to 


improving relations among all nations. He said our bombing affects 
the possibility of reaching a peaceful settlement. He reiterated his 


own attachment to non-alignment. 
pair, 
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NATIONAL SECURITY COUNCIL 
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July 14, 1966 OS. 


TO: W.W.R. 
From: Wovard Wriggins 
Subject: Future aid to UAR 


Today Farbstein renigged on his agreement 
with the President. On the floor he introduced 
an amendment requiring the President to declare 
it essential to U.S. interests before the U.S. 
could undertake any kind of assistance to the 
UAR, An additienal amendment requires that 
the President report to the Speaker within a 
month of making such a determination. 


While this is undesirable from the President's 
point of view because he must go on record 
on behalf of the UAR if aid is to be given, we 
still can proceed if necessary. The alternative 
legislation seemed much worse, i.e. a complete 
prohibition of any assistance, leaving the President 
no authority at all. 
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MEMORANDUM 


1SO 


THE WHITE HOUSE 


WASHINGTON 
July 7, 1966 


4 


MEMORANDUM FOR: Mr. stow 


INFORMATION TO: Mr. Bator 
Mr. Saunders 


SUBJECT: Boeing's hope to sell three Boeing-320's to UAR 


On July 6th Robert J. Murphy, a Vice President of Boeing, 
came in simply to inform me of his plans vis-a-vis the UAR, 
"in case there are any policy implications." 


They are hoping to sell UAR Airline 3 Boeing-320's at 
$8.5 million a piece for a total package of $30 million, includ- 
ing spares. These are fan jets modified to be convertible for 
cargo purposes. The CAB's permit to United Arab Airline to 
fly to New York City was granted 3 or 4 months ago, and Murphy 
believes that it is this potential market which is tempting the 
Egyptians. Deliveries would be October and December 1967 
and October 1968. According to an agreement reached with the 
UAR Government, the Airline would retain all dollar earnings 
and these would be deposited automatically in New York to service 


the debt. 


The Airline is asking for 10-year borrowing terms from 
Ex-Im. Linder is skeptical that an economic case can be made, 
but Boeing's economists are now preparing a marketing analysis 
to support a positive Ex-Im Bank decision. 


No action on our part is necessary; Murphy simply wanted 
to keep us informed. 


H rd Wriggins 
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DEPARTMENT OF STATE 
WASHINGTON 
June 16, 1966 


MEMORANDUM FOR THE PRESIDENT 


Subject: U. A. R. PL-480 Request 


Recommendation: 


That you approve the following response to the request 
received in mid-March from the United Arab Republic for 
additional PL-480 assistance: i 


1. We are unable to conclude a new PL-480 agreement 
at the present time for reasons which have been previously 
discussed. (These include in particular the U.A.R.'s Yemen 
policy, U.A.R. participation in the Afro-Asian Latin American 

oe Peoples' Solidarity Organization, Nasser's attacks on our 

Vietnam policy and U.A.R. distortions of our relations with 

Saudi Arabia.) We will, however, keep the request under 

consideration and will so state if queried publicly. 


7 2. We are prepared to sell the U.A.R. essential food 
on liberal CCC terms to help alleviate the U.A.R.'s 
serious food problem. (We estimate the probable value of 
such sales at about $50 million. Terms would be those 
granted in recent CCC sales to the U.A.R.--i.e., three 
years credit with one-third due after one year.) 


| . 3. We are prepared to renew our Title III PL-480 
program for feeding school children for FY 67. 


4. We are also prepared to continue A.1I.D. technical 
; assistance programs, local currency lending in support of 
the U.A.R. developmental budget, and investment guarantees 
i 


and Cooley loans for eligible private enterprise activities 
in the U.A.R. 
5. We continue to hope and to work for an improve- 
ment in the political climate which will permit increased 
| U.S.-U.A.R. economic cooperation including PL-480 in the 
et DECLASSIFIED 
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Discussion: 


We long ago concluded that the preservation of working 
relationships with the U.A.R. is fundamental to the main- 
tenance of a satisfactory relationship with the area as a 
whole. Our interests in the Near East are interrelated. 
Experience has shown that when we are in a situation of 
direct confrontation with Cairo, those interests suffer. 

We are now at a point where recent policy differences with 
the U.A.R. over area problems and public criticisms of the 
United States in the U.A.R. have caused a slump in our 
relations. 


Our ability to provide food to the U.A.R. has in 
recent years constituted the principal strand of our rela- 
tions. The U.A.R. need for wheat is great: current U.A.R. 
availabilities, domestic and imported, will carry the 
country through only until about October. Foreign exchange 
resources are at a new low. Although nothing has changed 
the desirability of maintaining our basic relationship 
with the U.A.R., the public posture taken by Nasser on our 
policy differences makes it questionable whether we should, 
or, given Congressional attitudes, could at this time 
respond affirmatively to his request. No response or a 
negative response to the latest PL-480 request will almost 
certainly provoke the confrontation we seek to avoid. 

Yet a positive response would not only fly in the face 

of domestic opinion and political realities, but would 
also deprive us of the opportunity to impress upon Nasser 
how seriously we view our policy differences with him and 
his criticisms of us. 


Despite recent adverse developments in U.S.-U.A.R. 
relations, our long-term interests dictate that we must 
stay in the game. Because of these developments we should 
lower the ante for the time being without, however, fore- 
closing the future. The strategy proposed in our recom- 
mendations may accomplish this, but it is a calculated risk, 


since Nasser 


since Nasser will expect a more generous response and may 
turn down our offer. We believe also that it will be 

more acceptable to those members of the Congress who would 
oppose PL-480 assistance to the U.A.R. at this time. 


The recommendations reflect the consensus of the 
Interdepartmental Regional Group for NEA and also have 
the concurrence of Ambassador Battle in Cairo. 


Reet ste— 


Dean Rusk 
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THE WHITE HOUSE ' 
WASHINGTON AS paper 
: SECRET Saturday, June 18, 1966 hasan 


MEMORANDUM FOR THE PRESIDENT ~ 


The Egyptians asked us in March to negotiate a new one-year 
$150 million PL 480 agreement, Our present six-month deal runs out 6 
this month, 


Nasser badly needs this food--and on heavily concessional terms if 
he can get them, His supplies will run out in October, Allowing time to 
ship, he must buy somewhere by early August. His economy is in worse 
shape than ever--reserves are all but exhausted, 


Despite Nasser's need, Secretary Rusk recommends we not sign 
anew Title I-IV agreement now. Instead, he proposes we offer to sell 
(probably $50 million) on CCC credit terms slightly better than those the 
UAR can get commercially from our competitors, We do not want to 
refuse to supply desperately needed food (our wheat was 60-70% of the 
supply in the cities last year), Besides, we want our farmers to make 
the sale since itis on fairly hard terms. Congress will be a lot more 
tolerant of CCC than of PL 480, 


We do not want to give Nasser a flat ''No,'' That is not necessary, 

and his violent reaction could cause us a lot of trouble, Instead, the 

| Secretary would like to leave the door open to Title I-IV later, He would 
also continue Title III ($8-9 million in school lunches), the AID technical 

assistance program ($2 million) and the projects we support with our excess 

g local currency. 


E We recommend this line with some regret. We still think it is worth 
( trying to get closer to Nasser and to avoid splitting the Middle East into 

cE US and Soviet camps, But Nasser has left us little choice. He has almost 
dared us publicly not to renew our agreement, He has lambasted us on 

z Vietnam. He continues to stir things up in Yemen and South Arabia. In 
general, he has not picked you up on the suggestion you made to Sadat 

last winter to discuss our differences quietly and build a more constructive 
‘ relationship, 
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We are not quite sure what he is up to. Our guess is that he is 
worried about his political base, For the first time, he has discovered 
plots among his junior officers and a serious assassination plot among 
the educated young men he thought he could count on, His stalemate in 
Yemen has alienated the military. So he is caught between the moderates 
who know the UAR must retrench to move ahead economically and his 
old-timers who talk a good revolution but have no idea how to develop a 
modern economy. 


Taking the Secretary's line is taking a calculated risk, Nasser 
may react violently, but we think he is expecting this kind of answer so 
should be braced for it, Our unreadiness to agree on PL 480 now could 
hurt the moderate prime minister, who is pushing a sensible economic 
program, If he fell, his successor would probably be pro-Soviet and 
less sensible economically, Itis equally possible, however, that mounting 
economic pressures will force Nasser to lean more heavily than ever on 
his Prime Minister as the only hope of pulling the UAR out of its economic 

mess, 


I recommend you approve Secretary Rusk's line, 


wleG! rostow | 


: Approve 
Disapprove 
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SONNIDENTIAL June 3, 1966 


MEMORANDUM FOR 


THE SECRETARY OF STATE 


The President has approved the recoramendation contained 
in your memorandam of May 30 on the Arab Refuges Problem. 
He hes authoriaed you te inetruct Ambassador Goldberg to ox- 
plore with the Iszaeli Delegation to the UN in a tentative, in- 
es forroal and low-key manner, the willingness of the Government 
of Israel to consider a new initiative aimed at breaking the 
Arab-Israeli deadlock over the Arab refugee problem. 


The President understands Ambassador Goldberg's pro- 
posal, transmitted to him in a letter of May 19, 1966, to cen- 
sist of a suggestion to the leraclis that they indicate publicly 
a willingness to offer repatriation to Palestinian refugees on 
@ basia of annual quotas and to offer compensation for property 
holdings to those whe choose not to return. The U. &. would 


be prepared to contribute te a compensation fund administerad 
by the UN, 


The President understands that Goldberg's appreach will 
not appear to the leraelis as an attempt to push them inte 
something they are not prepared te accept. 
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W. W. Restew 
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MEMORANDUM 


THE WHITE HOUSE 


WASHINGTON 


Tuesday, May 31, 1966 


—CONFIDENTEAL—— 2:00 p.m. 


MEMORANDUM FOR THE PRESIDENT 


Secretary Rusk recommends letting Ambassador Goldberg 
sound out the Israelis on the proposal he recently outlined to you 
(attached) for settling the Arab refugee problem, 


He emphasizes that this should be a very informal and 
tentative probe, 


Since Eban took over, he has set up his own task force to 
study the whole Arab-Israeli problem, Eshkol is fully aboard, 
They are looking for ways to break down the "fortress Israel'' idea 
and to build bridges to the Arabs. A lot of good ideas are forming, 


We do not want to break this fragile reed by overloading it 
at the start. The steps Eban's people are considering--greater 
contact between Arabs and Israelis--lay them open to the charge of 
letting down Israel's defenses, To many sincere Israelis, repatriating 
‘Arab refugees would be their Trojan Horse, So asking Eban to accept 
Ambassador Goldberg's plan right now might push him too far too fast, 
Frankly, State does not give this idea much chance of success, 


However, Ambassador Goldberg's proposal does offer some 
new variations on the Johnson plan worth passing along to the Israelis 
as long as we do not push them, A hard sell would only backfire, So 
if you approve, I suggest you let me read back to State that you favor 
a carefully prepared low-key approach but want to be sure we do not 
appear at this stage to be pressuring the Israelis into something against 
their will, ; DECLASSIFIED 
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THE SECRETARY OF STATE 
WASHINGTON 


May 30, 1966 


~— GONFEDENTIAL-—— 


MEMORANDUM FOR THE PRESIDENT 


Subject: Arab Refugee Problem 


Recommendation 


Leer 
[Seo > 


That you authorize me to instruct Ambassador Goldberg 


to sound out the Israelis, tentatively and informally, 
on the willingness of the Government of Israel to con- 
sider his proposals, submitted to you on May 19, 1966, 
for a new initiative to try to break the Arab-Israeli 
deadlock over the Arab refugee problem. 


Approve Disapprove 


Discussion 


Ambassador Goldberg has proposed that we suggest 
to the Israelis that they indicate publicly a willing- 
ness to offer repatriation to Palestinian refugees on 
a basis of annual quotas and to offer compensation for 
property holdings to those who choose not to return. 

We would contribute to a compensation fund administered 
by the UN. 


From past discussions with the Israelis, we know 
that they are concerned with the implications for their 
security of any sizeable repatriation. We will suggest 
certain modifications of Ambassador Goldberg's proposal 
to take this aspect more fully into account. 


Although the plan may meet with some strong Israeli 


opposition and although the Arabs may ultimately refuse 
to cooperate with it, I believe that it has sufficient 
merit for Ambassador Goldberg to explore it with the 
Israeli Delegation to the United Nations. 
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UNITED NATIONS 
_ May 19, 1966 


Dear Mr. President: 


I have been giving considerable thought to your re- 
quest for suggestions on how progress might be made toward 
settling some of the problems in the Middle East. 


There are, of course, a number of strongly opposed 
cross-currents in the Middle East - conflicts between 
Arab nationalism and some of Europe's (and our) economic 
interests, conflicts between traditional and radical Arab 
forces which continue to be acute and to distort tne re- 
actions of Arab leaders to other problems, persistent 
attempts by the Soviet Union to make inroads in the area, 
currently most pronounced in Syria, and the still poverty- 
stricken plight of most of the people in such a harsh 
. environment. So I think it is only realistic to expect 
a further protracted period of disturbances in which we 
will have to continue to play a fireman's role, trying 
to keep any particular outbreak from getting out of hand. 


But overlying all these problems in intensity con- 
tinues to be the Arab-Israeli conflict. This issue be- 
devils our relations in the area and interacts with 
almost all our other relationships. A principal stumbling 
block to an Arab-Israel settlement has always been the 
Palestine refugee problem. It is a very human probiem, 
still full of anguish, and used as a powerful weapon of 
political disturbance, as the recent formation of the 
so-called Palestine Liberation Organization demonstrates. 
If you could find a way to pull the political sting out 
of it, even without hope of solving the problem as a 
whole, you would have made a real contribution. 


The President, ; 
The White House. 


—~CONPIDENTIAL——. 


nt emccncnea ST NPE AD 


DECLASSIFIED 


Authority NsclA-382 Lette, 
By_i4J) _, NARS, Date A223 


aad 


ma rl eS eee A Gn far, =f 
HEA aga RAUB ge Sato ee he 


—CONFIDENTIAL — 
ape 


You may know that the United Nations' Palestine Con-~ 

ciliation Commission (PCC), of which we are a member, 

made a genuine effort to solve the problem in 1961 after 
President Kennedy had opened the way by personal letters 
to the heads of states. It appointed Joe Johnson, the 
President of Carnegie Endowment, as a special representa- 
tive and sent him to talk to all the governments in the 
area. He produced the most comprehensive plan yet de-~ 
vised; it involved giving the refugees a choice of re- 
patriation to Israel or compensation for lost property 

and a resettlement payment, accompanied by provisions to 
protect Israel against inundation, notably agreement that 
Israel had the last word on which refugees could return. 
Unfortunately it was turned down at the last minute first 
by Israel and subsequently by the Arabs, in circumstances 
such that the plan itself is probably not revivabie 
although many of the specific proposals might be salvagabile. 


We made another quiet effort ourselves in 1963. At 
that time we held parallel United States talks with the 
Arabs and Israelis, but primarily with Israel, in an 
effort to ascertain if agreement was possible. The ef- 
fort was subsequently abandoned on our assessment that 
the maximum Israeli terms would not approach the minimum 
terms and conditions of the Arabs and that a "total solu- 


tion" to which all parties were "agreeable" could not be 
negotiated. 


anecel . rE eae Ne tae th Reed 


The fate of the Johnson plan had previously testi- . 
fied to the same conclusion and I would estimate the 
situation to be the same today. Perhaps there is, 
however, a way not involving an Arab-Israel "agreement" _ 
by which we could get some movement on this problem and 
make it easier to manage in the future. This would be 
through a unilateral move on the part of Israel, and I 
think this might be worth exploring. 
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The basic Arab position on the issue is that the 
refugees have the "right" to repatriation by their own 
choice. They support this position by referring to a 
General Assembly Resolution (194, paragraph 11). The 
basic Israeli position rejects this Resolution but asservs 
ie .. a , 
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instead that Israel is prepared to accept a small number - 
of refugees (not precisely defined even to us), primarily 


relatives of Arabs remaining in Israel, and that it 
must have full control over who and how many may enter. 


It seems to me that while these positions are not 
fully reconcilable now any more than they wore is OL 
or 1963, an Israeli offer of repatriation starting from 
the point of refugee "choice" but with final Israeli power 
of decision, coupled with a new compensation offer 2oz2 
those choosing not to return, could help to break the 
political stalemate and help erode the problem more 
rapidly than otherwise would be the case, 

Accordingly I would suggest that we might approach _ 
Israel with a proposal for a unilateral initiative along 
lines of this sort: 


(1) Israel would announce its acceptance of the 
concept that refugee choice should be the primary factor 
upon which repatriation of Arab refugees to Israel should 
be based. 


(2) It would say that accordingly it intended to 
offer repatriation opportunities to those who chose to 
come back subject to annual quotas based on absorptive 
capacities and subject to individual security considera- 
tions. 


(3) It would announce its intention to start this 
process with a two-year pilot project under which a fixed 
number of applicants for repatriation (about 15,000) would 
be processed and admitted each year and that it would 
then extend the program with modifications based on ex- 


‘ perience. 


(4) For those who’ chose not to be repatriated, it 
would offer to participate in a PCC-run compensation pro- 
gram for property holdings, and it would urge the PCC 
to look into possibilities of helping in resettlement of 
those who wished to settle in Arab states or elsewhere. 


‘ 
- 
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elie 
(5) It would welcome the cooperation of the PCC in 
the repatriation program, and especially in the process : 
| of preparing applications and conciliating any differences 


which arise between the refugees and Israel in carrying 
out the programs, 


(6) Israel would not put any upper limits on che 
number of refugees it would admit. 


(7) It would not'make its offer contingent on Arab 
agreement. It would be a straight unilateral gesture 
which would be carried out to the degree feasible whether 
there was Arab governmental cooperation or not, 


In response to such an initiative we would: 


(1) Welcome this Israeli move and say we hope it 
will lead toward a solution. 


| (2) Say we applaud Israel's recognition of the 
: principle of refugee choice and recognize its right to 
make individual decisions on security grounds and to 
determine a reasonable number it can absorb annually. 
However, we should have in mind Israel's absorbing 
gradually 150,000-200,000refugees. ) 


(3) Offer to contribute generously to a United 
Nations compensation fund and cooperate in any role the 
PCC might usefully play. 


(4) Offer an annual resettlement quota in the 
United States of a reasonable number for Arab refugees 
who may wish to move here, and publicly urge others to 
make such opportunities available as well. 


Such a program might well be turned down in its 
totality by the Arabs and we would not thereafter want to 
push it at a political cost. Our support for it 
initially would in itself cost us some political capital 
in the area. But the Israelis would in the process 
have made a bona fide offer which would generally be 

; seen as consistent with United Nations resolutions, and 
i which would have a good chance of easing tne political 
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Ha situation vis-a-vis the Arabs, at least in the long run. ee 
Israel, for its part, would have to contribute to the ; a 
t we process in principle by accepting refugee choice, agreeing ae 
4 to a PCC role, and by not putting a final figure on tire } 
number it would repatriate. Israel's protection would : 
lie in our recognition of its right to make tne finar Pe | 
decision on which and how many refugees it would ul- . is | 


timately repatriate. The PCC role would be necessary 
to demonstrate that the offer is genuine enough to be 
put to an impartial test.. re 


I have no particular views on the timing of such an 
approach, and you would want to have it staffed out in 
the Department. The compensation costs, even spread out 
over some years, could be considerable, if the program 
should turn out to work at full steam. If and when you 
are prepared to move in such a direction I will be glad 
to give you any Besxebance you may deem useful. 


Arthur a. er 
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| No. 0830/66 


CENTRAL INTELLIGENCE AGENCY 
Directorate of Intelligence 
28 May 1966 


INTELLIGENCE MEMORANDUM* 


Egyptian-Soviet Relations 
Summary «=~: 


| 
: 
| 
| 
q Egypt and the USSR may be moving toward a 
i period of closer cooperation in the pursuit of 
their common objectives in the Arab world. Nasir's 
reviving antagonism toward conservative and moder- 
ate Arab leaders, his concurrent tendency to try 
i _ to unify “progressive and revolutionary" Arab 
forces, and his renewed hostility toward US and 
British policy in the Middle East have almost 
certainly increased his readiness to collaborate 
with Moscow. Moscow's present leadership will he 
cautiously receptive to opportunities Nasir may 
offer for extending Soviet influence in the area. 
They already appear to be preparing to work some- 
what more closely with him than in the past in 
t espousing his kind of Arab nationalism, socialism, 
and opposition to Western influetce. There are, 
however, definite limitations on such cooperation 
well-recognized by both sides. 


*Prepared by the Office of Current Intelligence 


and coordinated with ORR and ONE. 
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1. Egyptian-Soviet relationships have fluctu- 
ated over the years as both Nasir and Moscow have 
shifted their tactics and as their enthusiasm for 
each other has waxed and ebbed. From 1955 to 1958 
the relationship was close, 2s Moscow backed Egypt's 
radical revolutionary policies with political and 
propaganda support and massive doses of arms and 
economic aid. Beginning in 1958 and extending into 
1961, Nasir was antagonized by the USSR's tacit dis- 
approval of the union of Egypt and Syria and by pub- 
lic Soviet criticism of his suppression of local 
Communists, As a consequence, Nasir's relations with 
Moscow soured, and for a short while he engaged in 
open verbal conflict with Khrushchev. 


| 
| 
2. A steady renovation of the relationship began 
with Syria's secession from the union in 1961. Egyptian 
intervention in support of the Yemeni revolution in .- - 
1962 provided a new occasion for Soviet-Egyptian co- 
operation, with both governments interested in prop- 
ping up the feeble republican regime. Soviet aid 
made it possible for Egypt to expand and support its ; 
expeditionary force there. 


| 3. Nasir, however, was cautious to protect his 
# - independence and his image’ as a leader of the "non- 
aligned" world. By early 1964, he had found it 

' necessary to try cooperation with Arab "reactionary" 
7 forces, as his concern grew that a war with Israel 

j might develop out of the Jordan waters dispute. He 
took the initiative in arranging the three Arab 
summit meetings at which a tactical truce was con- 
cluded with other Arab leaders, including long-time 
enemies such as Saudi Arabia's King Faysal and 
Jordan's King Husayn. 


a 


Tension with Israel over the Jordan waters has sub- 
sided, and Egypt and Saudi Arabia have reached a 
stalemate over the terms of a settlement of the 

; Yemen problem. Nasir has also come to view Faysal's 
tH ‘ new campaign for Islamic solidarity as a Western- 

| inspired tactic to rally opposition against him and 
: Egypt's brand of socialism. In addition, Britain's 
| announcement of its decision to withdraw from its 
base in Aden has stimulated Egypt to increase its 


| 4. The temporary truce may be nearing an énd. 
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support of anti-British nationalists in the South 
Arabian Federation, at least partly in the hope of 
filling the void the British will leave. Finally, 
US arms and aircraft agreements with Saudi Arabia, 
Jordan, and Israel, coupled with uncertainty about 
the future of US PL-480 aid to Egypt, have increased 
Nasir's suspicions about US intentions in the Arab 
world. 


5. These new factors in inter-Arab and Arab- 
Western relations have apparently caused Nasir to 
consider terminating the detente with the ccnserva-— o 
tive Arab regimes. He has publicly warned that a 
coalition of "progressive and revolutionary" Arab 
forces may be formed to oppose "the reactionary group-— 
ing and alliance with imperialism in the area." 
Nasir's reopening of the "progressive" vs. "conserva~ 
tive” split in the Arab world and the resumption of 
propaganda and subversive warfare against his Arab 
rivals and Western interests could create favorable 
conditions for fuller Egyptian-Soviet cooperation. 


6. This could involve increased Soviet diplo- 
matic encouragement of the alliance of "progressive" 
Arab regimes. Moscow has already urged the new 
Syrian regime to seek closer relations with Cairo, 
and Syrian-Egyptian economic talks are now under. 
way for the the first time since the collapse of the 
UAR. 


7. Egyptian-—Soviet cooperation might also in- 
volve, for example, Soviet support for Egyptian sub- 
versive activities in the Persian Guif sheikdoms, or 
Moscow-inspired propaganda, supplementing that from 
Cairo, against Saudi support of ‘the-Yemeni royalists. 
Soviet naval visits to Egypt might well become more 
frequent and include stops at Egyptian Red Sea ports. 


8. The Soviet Union has already encouraged the 
outlawed Egyptian Communist parties to cooperate 
with Nasir'’s regime. Last year, apparently on Mos-— 
cow's instructions, the two principal factions of 
the Egyptian Communist Party formally disbanded, 
ostensibly to join.the Arab Socialist Union (ASU), 
the organization Nasir has formed to generate do- 
mestic political support for the regime. Nasir 
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appears to believe that he can exploit Communist 
organizational skills to help pump more life into 
the ASU. His designation of ex - prime minister i 
Ali Sabri, probably the most pro-Soviet of all 
Egyptian leaders, as the new secretary general of 
the ASU should facilitate ASU-—Communist cooperation. 

Although the few hundred Communists are only a mi- 

nute fraction of the total membership of the ASU, 

their evident determination to obtain important po- 

sitions in the organization is in marked contrast 

with the apathy of most Egyptians toward the ASU. 


9. Egypt remains completely dependent on the 
USSR for military aid. Since the first arms agree- 
ment in 1955, Soviet bloc equipment valued at over 
$1.3 billion has been sold to Egypt for roughly half 
that figure. There is every reasgn to expect that 
Nasir will continue to look to°Moscow not only for 
a spare parts but also for new equipment. Egypt's 
2 dominant position in the Arab world stems largely 
from its military strength, and the military men who 
rule Egypt are fully aware that the USSR is the only 
i power which can and will equip Egypt's armed forces. 


| 10. Economic aid from the Soviet bloc has totaled 
nearly $500 million through 1965. In addition, bloc 
commitments for the supply of equipment, materials, 
and services for current and future Egyptian projects 
amount to more than $1.1 billion. These figures com- 
pare with the $1.5 billion in economic aid--including 
a over $800 million in PL-480 foodstuffs--that Egypt 
5 . received from Western sources through 1965, and pres- 
| ent Western commitments for the future amounting to 
+: some $500 million. Thus, the Egyptian economy is 
becoming increasingly dependent on Soviet bloc aid. 
i: ll. The Soviet Union may now be moving into a 
iF commanding lead in supplying economic aid to Egypt. 
e Through 1965 official US aid of about $900 million 
was more than double that supplied by the USSR. For 
1966 and subsequent years, however, the USSR is com- 
mitted to provide over $500 million to the Egyptian 
economy, while the US Government has not decided if 
it will contribute anything further of major signif- 
icance to Nasir's regime. 
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12. During a recent briefing of Arab Commu- 
nists, a Soviet official frankly stated Moscow's 
attitude toward Nasir and the Arab world. He re- 
portedly said that the Soviet Union had originally 
chosen to cooperate with Nasir because there was no 
other significant "progressive" force which offered 
a feasible alternative--including the Communists. 
Nasir's path, he added, is not wholly defined, but 
Since there was a considerable similarity of purpose 
between the Communists and the Egyptian leader, it 
was the responsibility of the Communists to make his 
path less difficult to travel. 


13. Ironically, Moscow's support of Nasir makes 
it more difficult for the Soviets to expand their 
influence elsewhere in the area. In any effort to 
improve their relations with Nasir's- opponents in 
the Middle East, they risk alienating Egypt. Mos-— 
cow's recent efforts to enhance its position in 
Turkey, Iran, and Syria are examples and probably 
were touched upon in Kosygin's recent talks with 
Nasir. 

14. Kosygin probably went to some lengths to 
convince Nasir that Egypt remains the keystone of 
Soviet policies in the Middle East and that its 
interests are not being damaged by Moscow's diplo- 
matic moves elsewhere in the area. There may also 
have been some general assurances of Soviet support 
but it is most unlikely that the Russians gave Nasir 
anything like a blank check to engage in escapades 
that might involve the USSR in a serious confronta- 
tion with the West. It may be significant in this 
regard that during his visit, Kosygin appears not 
to have given specific backing to Nasir's develop- 
ing showdown with Saudi Arabia. Virtually every 
act of the post—Khrushchev leadership suggests that 
this is precisely the kind of “adventurism” it is 
determined to avoid. 


15. -Several reports have 
suggested that for 26ff q 

a Soviet military guarantee--Egypt would mount a 
campaign of subversion against the Arabian Peninsula 
as well as several other pro-Western Arab states. 


Cairo has long engaged in such campaigns, with 
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varying degrees of enthusiasm and success, and the 
Soviets have indeed benefited from Egyptian efforts 
to reduce Western influence in the Middle East; they 
probably also look forward to more such dividends. 
However, the Soviets have learned that, to the ex-— 
tent that Nasir becomes bogged down in disputes with 
other Arab states, their own freedom of action is re- 
duced. Consequently, the Soviet Union can be ex- 
pected to view any such Egyptian campaign with mixed 
emotions and will undoubtedly look upon each case 
separately in terms of the USSR's own specific in- 
terests. Certainly an Egyptian "offensive" against 
Iran, at a time when Moscow is increasing its own 
presence there, would not be supported by the Soviets. 


16. Another limitation on Soviet-Egyptian co- 
operation is simply a matter of.dollars and cents. 
The Soviets appear to realize they are now reaching 
the point of diminishing returns on their investment, 
and also know they cannot alone shoulder all the 
economic burden of Egypt and the other "progressive" 
Arab states. In this regard, several recent reports 
have it that Soviet officials are spreading the line, 
for Western consumption, that the Soviet Union wants 
the US to renew the PL-480 agreement, and has no 
desire to scare the Americans away by what appears 
to be closer bilateral ties between Cairo and Moscow. 


17. Nasir, in turn, does not appear ready to 
fling himseif into Moscow's arms, despite his 
serious economic difficulties and slipping political 
stature. He will surely try to retain his image as 
a 'nonaligned"” leader, although his nonalignment has 
never meant evenhandedness as between the US and the 
USSR. He will try to maintain‘limits on his coopera- 
tion with the USSR. "In particular," as the latest 
NIE on the UAR states, "we still doubt that Nasir 
would violate his basic principle of opposition to 
foreign bases by granting military base rights to 
the USSR." Soviet—Egyptian cooperation in the past 
was a result of a compatibility of interests. These 
interests may eventually diverge with regard to spe- 
cific issues, but for the immediate future they gen- 
erally seem more Likely to coincide. 
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No. 1355/66 


CENTRAL INTELLIGENCE AGENCY 
Directorate of Intelligence 
21 May 1966 


INTELLIGENCE MEMORANDUM* 
The Arab Threat to Iran 


1. Iranian foreign ard military policies are 
heavily influenced by the Shah's belief that Arab 
nationalism, personified by Egyptian President Nasir, 
is striving to dominate oil-rich and vulnerable south- 
| western Iran and the Persian Gulf area. His concern 
| has been heightened by the diminishing note of the UK 
in the Persian Gulf shiekdoms. 


2. From a geopolitical standpoint, the Shah's 
fears for the security of southwestern Iran and the 
Persian Gulf are not groundless. The oil facilities 

in Khuzistan Province and the offshore islands pro- 
vide nearly 75 percent of Iran's foreign exchange 
earnings, and hence are the primary source of Iranian 
economic development funds. These highly concentrated 
facilities provide extremely vulnerable targets for 
sabotage. 


3. Iranian transportation routes to the Western 
a ‘world are also vulnerable, The major ocean port, 
Khorramshahr, can be reached only through the Iraqi- 
controlled Shatt-al-Arab waters. A hostile Arab 
sheikdom at the Strait of Hormuz--the mouth of the 
Persian Gulf--could endanger all Iranian shipping 
into the Indian Ocean. Iran is attempting to de- 
i centralize the oil industry, and to open new ports 
a ; along the Gulf beyond Iraq's control. The most im- 
: portant new facility will be the port at Bandar 
Abbas, on the Iranian side of the Strait of Hormuz. 
This will also be Iran's main naval base. Bandar 
| Abbas is not expected to be completed before 1968, 
a however. 
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4. Pyschological and political factors have 
led the Shah to believe that Arab nationalism pre- 
sents a "clear and present danger" to Iranian se- | 
curity. He bitterly resents Nasir's claim to leader- 
ship of "progressive forces" in the Middle East 
against "reactionaries" (including the Shah), es- 
pecially in view of his ambitious social "revolution" | 
in Iran. The Shah feels that he has been insulted 
by the UAR's break-off of diplomatic relations in 
1960 and by Nasir's subsequent propaganda attacks 
against his country and himself. He may fear, too, 
that Nasir's brand of aggressive and neutralist na- 


: 
i 
t 
: 
i 
! 
‘ 


tionalism, and his charisma, will prove infectious to 
some Iranians. 


5. The Shah holds Nasir responsible for claims 
occasionally voiced by various Arab leaders to 
Khuzistan ("Arabistan") and for their presumption 
in terming the Persian Gulf the "Arabian Guif." The 
Shah probably is convinced that Egypt, Iraq, and 
Syria-~-which the Shah lumps as one malevolent force-—- 
are actively plotting to take over Iranian territory, 
and fears that the nearly 500,000 Arabs living in 
Khuzistan--a majority of the province's population-- 
could become a "fifth column." 


6. Iraq's close relations with Egypt since the 
coup of November 1963, and the presence of Egyptian 
troops in Iraq, have convinced the Shah that the 
Iragi Government is a tool of Nasir and that the web 
of Arab nationalism is tightening around Iran. There 
are recurrent Iranian intelligence -reports of arms 
smuggling into Khuzistan from Iraq and of Nasir- 
inspired plots to assassinate the Shah. In addition, 
actual border incidents between Iranian and Iraqi 
troops in the course of the Kurdish rebellion have 
added fuel to the fire in the Shah's mind. There 
have also been reports of arms shipments from Iraq 
to dissidents among the Qashqai and Baluchi tribes. 
The Shah's predilection to believe the worst of Nasir 
leads himto put all available facts, rumors, intelli- 
gence reports, and suspicions into a pattern which 
proves to him that Nasir is out to overthrow his gov- 
ernment. 


7. The pattern he sees is an exaggerated ver- 
sion of what Nasir in reality has done and is doing 
in the way of "threatening" Iranian security. Nasir 
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may well be giving encouragement and some form of 

covert aid to Arab nationalists conspiring against 
the Shah. Egypt regularly beams propaganda to Iran 
-~Cairo radio broadcasts in Persian for two hours 
each day, and a clandestine "Voice of the Iranian 
Nation" emanates from Egyptian territory for four 
hours daily. Moreover, Nasir has attacked the Shah 

{ directly in recent speeches. Nasir is actively en- 
gaged in subversive activity in the Persian Gulf 
sheikdoms, and his efforts eventually to succeed 
Britain as the dominant influence among them could 
be construed with some validity as posing a long- 
range threat to Iranian transit through the Strait 
of Hormuz. 


8. Other information indicates that the over- 
all danger Nasir poses for Iran is at most only 
potential, and indirect at present., The reports 
about Nasir-inspired assassination plots come from 
Iranian and Israeli intelligence sources and have 
not been confirmed. The small 350-man Egyptian force 
in Iraq, which worries the Shah, is but a token force 
in the narrowest sense of the term and is designed to 
influence political developments in Iraq. There are 
no plans to use it against Iran. The regime of Iraq's 
late premier Arif, who died in a helicopter crash 
early this spring, was clearly pro-Nasirist, but did 
not menace the Shah or his domains. The Arabian ma- 
jority in Khuzistan is generally inactive politically, 
and is closely watched by Iranian security forces. A 
"Khuzistan Liberation Front,'' based in Kuwait with an 
office in Syria, probably receives some support from 
both Cairo and Baghdad, but does not appear to wield 
much influence in Khuzistan. 


e 9. In responding to the Arab "threat," the Shah 
has followed a policy of supporting governments, ele- 
7 ments, and activities which might keep his enemies 
distracted and occupied. The Iranian Government has 
directed a hostile--sometimes shrill--propaganda cam- 
1 paign against Nasir, both in Iran and abroad. Iran 
has given military equipment and financial assistance 
if to the Kurdish rebellion, which keeps a large per- 
centage of Iraqi troops tied up in northern Iraq. In 
addition, the Iranian National Intelligence and Se- 
curity Organization (SAVAK) maintains contact with 
several dissident groups in Baghdad which hope to 
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overthrow the Iraqi Government. The Iranians have 
attempted openly to win support among leaders of 


the Shi'a minority Islamic group in Iraq. Iran'| , 
has maintained close 


liaison with Nasir's primary enemy, Israel. Among 
the more conservatively ruled Arab states, the Shah 
has attempted particularly to woo Saudi Arabia and 
Jordan and has given sympathetic attention to Saudi 
King Faisal's proposal, which Nasir opposes, regard-— 
ing Islamic solidarity. There is even evidence that 
the Shah hoped that his rapprochement with the USSR 
would cause the Soviets to exercise some restraint 
over Nasir--although Premier Kosygin's recent visit 
to Egypt may have dashed those faint hopes. 


10. The Shah lays most emphasis, however, on 
bolstering Iranian defenses, particularly naval and 
air, in the Persian Gulf and southwestern Iran. A 
considerable defense build-up would be necessary to 
provide acredible deterrent for hostile Arab coun- 
tries-~--which presently have substantial military 
superiority, at least in an order-of—battle sense-- 
were they in fact bent on attacking Iran. The Shah 
suspects, moreover, that in the event of an attack, 
the US might be caught in the middle and might even 
stop selling arms, as it did-to Pakistan during the 
conflict with India last fall. US economic assist-. 
ance to Nasir tends to bolster the Shah's conviction 
that he would have to stand alone against the Arabs. 
He gives every sign of being determined to add sub- 
stantially to his country's armaments, whether or 
not the US Government agrees with his assessment of 
the Arab threat, and has made it clear that he will 
go elsewhere if he cannot purchase additional mili- 
tary equipment quickly and on desirable terms from 
the US. (Map) 7 
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_conrwENTIAL August 1, 1966 


WWR: 


Secretary Freeman has short-circuited the machinery again-- 
this time shooting down the $50 million CCC credit for the UAR, After 
IRG agreement, Rusk recommendation, Presidential approval, NAC 
confirmation and commitment to the UAR, Freeman has now written 
Fowler and Rusk recommending we not grant credit to the UAR, (Detailed 
chronology is attached, ) 


Freeman's main concern seems to be his bill in Congress --despite 
the fact that State carefully checked our UAR decision with the leadership 
before recommending it to the President, Freeman also argues (this is 
CCC's line) that the UAR is no longer creditworthy, There's no question 
the UAR's credit is close to the brink, But we knew that in June, though 
the CCC only caught up with it in July when a UAR mission came here to 
reschedule some of its commercial debt, The fact is that the mission 
raised bank cover for the entire $50 million CCC credit, and there is 
some hope they resurrected their dialogue with the IMF, 


We mainly want you to know what's going on since this is another 
example of our general problem with Freeman, How we play this parti- 
cular case depends on whether Rusk and Fowler can win Freeman over. 
Their case is strong--a commitment already made to Nasser with 
Presidential approval. However, if Freeman has not completely misjudged 
Congressional reaction (as State's Congressional people feel) we might 
hold off going ahead for another two weeks. We might even tell the UAR 
we'd like to hold till the food bill has passed. But the Egyptians will 
have to make final arrangements by mid-August, 
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— CONFIDENTIAL —_ August 1, 1966 


UAR FOOD CHRONOLOGY 


--UAR asked us to negotiate a new one-year $150 million 
PL-480 agreement, 


--IRG/NEA (with Dorothy Jacobson present) agreed to let 
the UAR's request ride for the time being. However, it 
also decided to make available about $50 million in wheat 
on CCC credit terms just good enough to keep Nasser 
buying US rather than French wheat. 


--Secretary Rusk recommended this course to the President, 
specifically citing the IRG consensus, 


--The President approved (attached), and State immediately 
instructed Battle to get word to Kaissouni (before Faisal's 
talks here if possible), 


--NAC approved special 3-year terms for the UAR,. 


--An economic team from the UAR lined up American bank 
cover for $42 million in CCC credits, 


--Wriggins learned that CCC through USDA planned to 
reopen in NAC the question of granting any CCC credit 
for the UAR, 


--A strong State presentation persuaded NAC that there was 
no "undue risk'' in going ahead with the credit and that a 
national commitment had already been made, 


--Secretary Rusk told Kamel we hoped to move soon on the 
CCC credit. 


--Wriggins learned that Secretary Freeman has sent a letter 


to Fowler and Rusk recommending not granting the credit, 
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MEMORANDUM FOR MR. McGEORGE BUNDY o ys 
THE WHITE HOUSE 


Subject: Memorandum of Conversatim 
between the President and 
Anwar al«Sadat 


| There is enclosed for White House approval 
prior to distribution a memorandum of conversation 
between the President and Anwar al-Sadat, President 
i of the UAR National Assembly. 


| The President's remarks are sidelined in blue. 


The enclosed memorandum was drafted by 
Mr. Sterner and reviewed by Ambassador Hare. 


‘ | hr Benjamin H. Read 
Executive Secretry 
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i Enclosure: 


i As stated. 
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had been encouraged by indications of a more mature understanding of the 
| Peobtents between our two countries. A lot of these difficulties were public 
}relations problems. The President said he knew some of the public relations 
| problems that Mr. Sadat's government faced. By the same token he hoped the 
}leaders of the U.A.R. could occasionally put themselves in his shoes. He 
twas in a goldfish bowl being watched by 200 million people. That was the 
{character of American democracy. He was now asking Congress to provide him 
{with the wherewithal for a foreign aid program which he considered very 
important. He hoped Mr. Sadat would appreciate that he wouldn't stand much 
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| MEMORANDUM OF CONVERSATION ae We 
Aer? 
wow ok 
; DATE: February 23, 1966 
11:30 a.m. 
The White House | 
SUBJECT : U.S,-U.A4.R. Relations; Yemen 
PARTICIPANTS: His Excellency Anwar al-Sadat, President of the U.A.R. | 
National Assembly 
His Excellency Dr. Mostafa Kamel, Ambassador of the U.A.R. 
His Excellency Ahmad Hassan al-Feqi, Under Secretary, 
U.A.R. Foreign Ministry 
The President a. 
Raymond A. Hare, Assistant Secretary, NEA 
Michael Sterner, Escort Officer 
COPIES TO : 
S/S INR Amembassy CALRO Amembassy LONDON 
| Gc White House Amembasy JIDDA 
s/P Amembassy TAIZ 
| NEA Amembassy TEL AVIV 
In reply to the President's warm greeting, Sadat expressed his deep 
appreciation for the reception he had received from all quarters since 
his arrival. He said he had a message from President Nasser to President 
Johnson which he wished to read. (Text attached.) 
The President thanked Mr. Sadat for President Nasser's message and 
promised that he would send an appropriate reply. The President said he 
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of a chance of getting that money if he started calling Congressmen names 
at the very time he was urging them to pass the bill. The President 
thought the foreign aid bill would pass, but it would take a lot of 
trouble. By all rights the President théught U.S.-U.A.R. relations 
should be of the best. The U.S. had contributed more than $1 billion 

of aid to the U.A.R. over the years. We wouldn't have given the U.A.R. 
that much money if we hadn't been deeply interested in the welfare and 
security of that country. Yet in spite of this there were bad moments 
between us. Differences were perhaps inevitable in the affairs of two 
independent countries, but they didn't have to be compounded by public 
relations problems. Whatever difficulties we faced the President hoped 
they could be discussed quietly among ourselves and not announced to 

the public over loudspeakers. The President said he faced many public 
relations problems within the U.S. itself. People were always saying 

| hard things about him and always hoping he would react, but he rarely 

| gave them that pleasure. The President expressed his admiration and 
’ personal liking for Ambassador Kamel. "When your government has something 
| to say to us, you just tell Ambassador Kamel to put on his hat and come 
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on down here. Let's not talk about it in public." 


The President said he wished to comment on a few specific aspects 
of U.S.-U.A.R. relations. He was most appreciative of the U.A.R.'s 
efforts to be helpful on Vietnam. He had had a first-hand report about 
this from Governor Harriman. He wanted Mr. Sadat's government to under- 
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} stand exactly what our position was there. We wanted peace, but we 
‘weren't going to allow the other side to take over South Vietnam. 


We were not as alarmist as the Egyptians on the subject of possible 
acquisition of nuclear weapons by Israel. We were watching the situation 
closely. The U.S. would be against such a development because of our 
firm policy against the proliferation of nuclear weapons. 
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a i We hoped there was still a chance for a settlement in Yemen. We 


, had been sorry to see that recently there was some slowdown in the 


‘ 


progress that was being made last summer. Couldn't both the Egyptians 

; and Saudis get together and talk about their difficulties? Ambassador 

‘| Hare said we had been urging just this on both the Egyptians and Saudis 
for some time. The President asked Ambassador Hare to look into anything 

' further the U.S.G. could do along these lines. 


President Johnson said that the U.S.G. was impressed by the self-help 
measures the U.A.R. Government had recently adopted. We hoped this trend 
would continue. 


In summary, the President said we thought there was a sound basis for 
excellent relations between the U.S. and the U.A.R. The U.A.R. could depend 
on the U.S. doing its part. He repeated that he personally was grateful for 
’ the U.A.R.'s good offices on Vietnam and asked that Mr. Sadat convey his 
‘ yery best regards to President Nasser. Le 
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Mr. Sadat said, 
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| President Johnson repeated his desire for good relations with the 
U.A.R. as well as his hopes that differences between the two countries 
could be kept out of the public forum. On the present meeting, he hoped 
they could just leave it that “mutual problems" had been discussed without 
any mention of specifics. Both Mr. Sadat and Ambassador Kamel indicated 
{their agreement. 


Attachment: 


Message to the President 
from President Nasser. 
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Mr. President: 

President Gamal Abdel Nasser has requested me to 
convey the following message to you personally: 
Dear President Johnson: 

I am happy to send you this message with my 
colleague, Mr. Anwar El-Sadat, the Speaker of the National 
Assembly, who to my satisfaction was pleased to accept the 
invitation of your government for this visit of goodwill and 
friendship. 

I hope that this visit will give Mr. El-Sadat the 
opportunity to become acquainted with Your Excellency, and, 
with the distinguished officials of your government, and the 
friendly people of the United States; and also to express to you, 
Mr. President, the warm feelings of myself, and those of the 
people of the United Arab Republic of friendship and admiration 


for the great 
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achievements of the American people in various fields of 
activities. 

It is gratifying to me that the visit of my 
colleague, Mr. El-Sadat, comes at a time of a marked improve- 
ment in the relations between your great country and the United 
Arab Republic. The latest economic agreement was but one example 
of the improvement in our relations, and, in this regard I would 
like to express my deep appreciation for your personal attention 
and care to all phases of our relations. 

I hope, Mr. President, that the visit of my 
djpstingutehed colleague, The Speaker of the National Assembly, 
will give him the opportunity to outline the efforts which the 
people of the United Arab Republic are exerting to establish for 


themselves a new era of economic progress and social justice. 


Please accept my 


co Pee 
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sincerest thanks and deepest appreciation for the welcome 


and hospitality accorded to my colleague and the parliamentary 


delegation which is accompanying him. 


: MEMORANDUM (? ae 
Gs 
‘© ; THE WHITE HOUSE 
—SONFIDENTIAE— WARRENTON February 22, 1966 


Tuesday 7:00 p.m. 


Anwar al-Sadat appointmen . As the head of Nasser's so-called 


parliament, he is here at Rusk's invitation mainly to see the US. Butas 

the highest-ranking Nasserite ever to visit, he comes in effect as Nasser's 
unofficial envoy. Though Sadat isn't a power in his own right, he will report 
faithfully, and Nasser will listen. 


In addition to the talking points Rusk suggests (attached), we want 
to hammer home the need to keep our relationship businesslike and to discuss 
our differences quietly. We each understand the other's basic interests, but 
we each have a tough public relations problem regarding the other. The best 
way to avoid hemming ourselves in is to avoid stirring up our differences. 


You might say that about $1.1 billion in past aid ($860 million in 
food) is ample evidence of our desire to have a constructive relationship 
with the UAR. Then you might describe the political cost to you of continuing. 


While we don't want to get in the middle of Saudi/UAR pulling and 
hauling over Yemen -- tricky since you saw Prince Sultan Monday -- you 
. can hardly avoid making a plug for a peaceful Yemen settlement. Nasser 

feels the Saudis are dragging their feet right now, but we want him to infer 
le that his withdrawal will be one of the things we'll be watching when he asks 
for more food later this year. 
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MEMORANDUM FOR THE PRESIDENT 


Subject: Visit of Anwar al-Sadat, 
President of U.A.R. 
National Assembly. 


Sadat (Saa-dat), third ranking official in the U.A.R., is 
visiting the U.S. for the first time at my invitation under the 
leader grant program. He comes as the unofficial envoy of 


President Nasser, accompanied by his wife and five members of 


the U.A.R. National Assembly. His visit reflects the improving 
trend in U.S.-U.A.R. relations and aims to familiarize him with 
the U.S. and its people. 


1952 revolution that brought Nasser to power, is shrewd, sensi- 


tive and proud. He is aware of being the highest U.A.R, official 
ever to visit the U.S. 


His English is adequate, but he prefers 
to use an interpreter. 


Recommended points to make to Sadat and accompanying 


i 
i 
| 
| Sadat, age 47, a former newsman and charter member of the 
! 
| 
| 
| parliamentarians: 


1. We welcome the improving trend in U,S.-U.A.R. relations 
which permitted negotiation of a new PL-480 agreement. 


2. We are impressed at the economic reform and self help 
measures undertaken by the Muhyadin (Moo-he-ya-deen) Government. 
This evidence of determination to grapple with basic economic 
problems of balance of payments, consumer production, and 


population control is the greatest incentive to cooperation from 
the West. 


aS 


3. We appreciate the helpful and constructive attitude of 
President Nasser to our peace efforts in Vietnam. While responding 


to imperatives to keep up military pressure, we welcome any sincere 
help toward a peaceful settlement. 
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4. We were encouraged in August 1965 by the Nasser- 
Faisal agreement to settle the turmoil in Yemen. We remain 
hopeful the agreement will bear fruit, but are concerned at 
indications that distrust and suspicion on both sides may 
jeopardize success. We believe strongly that frank discus- 
sions between Nasser and Faisal would help clear the air. 


5. In the future we hope for continued improvement in 
U.S.-U.A.R. relations. Good will and frequent frank 
exchanges at all levels are important. We rely heavily on 
Ambassadors Kamel and Battle whose advice in the past has 
warranted our full confidence. 


Bax Kucke 


Dean Rusk 


MEMORANDUM 
THE WHITE HOUSE 
| WASHINGTON 
| | 
February 23, 1966 
10:00 A.M. 


FROM: Bob Fleming 


le I suggest you allow photographers to come in for a few minutes 
ay while you are meeting with Anwar Sadat, President of the National 


! MEMORANDUM FOR THE PRESIDENT 
i 
| 
Assembly of the United Arab Republic. 
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MEMORANDUM 


THE WHITE HOUSE 


—SEGRET — WASHINGTON February 23, 1966 


Wednesday 10:30 a.m. 


MEMORANDUM FOR THE PRESIDENT 


Talking Points for Sadat. Nasser's speech yesterday (excerpts attached) will stir 
up more than usual interest in your Sadat meeting. It wasn't any special ploy, but 
rather the regular "unity day" speech Nasser gives every 22 February. The NYT 
account is grossly inflated, in the opinion of the experts. Nonetheless, we can't 
ignore it. SolI'd suggest saying: 


1. US has consistently sought friendly relations with UAR, especially 
under Kennedy and yourself. Almost $1.1 billion in US aid ($860 million in 
food) is ample evidence of our good intent, 


2. But US/UAR relations seem to have sharp ups and downs, partly 
because UAR seems to want our economic support yet to feel free to attack 
us politically. We must each be more conscious of the other's public relations 
problems. 


3. Yemen. We have always favored peaceful settlement of Yemen trouble, 
SO welt greatly encouraged by the Nasser/Feisal agreement last August. 
Now suspicion and distrust on both sides are leading toward a breakdown. 
We believe that frank discussions between Nasser and Feisal would help clear 
the air. 


4, We are surprised at Nasser's fears that Israel is going nuclear. We 
don't think so, though we are watching closely too as we oppose nuclear 
proliferation anywhere. 


5. We are impressed with the self-help and reform measures of the 


new UAR government. The more it grapples with such problems the greater 
the incentive to the US to help. 


6. Finally, we appreciate President Nasser's helpful attitude on our peace 
efforts in Vietnam. We are determined to seek peace but not to surrender. 
Egypt is lucky to be so far away from the USSR and Red China, 


7. Regards to Nasser. You suggest Sadat only say to press that there was 


a friendly exchange of views on many matters of mutual interest including 


Vietnam. (We don't want him popping off in the West Lobby. ) 
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MEMORANDUM FOR THE PRESIDENT 


Dean Rusk again recommends that you see 
Anwar Sadat, head of the UAR National Assembly, 
while he's here 22-26 February. Sadat ain't 
Nasser, but he's the highest ranking Egyptian 
ever to visit officially. 


. You agreed to see him last June, adding "lunch 

if you suggest, '' but he had to cancel his visit. 
We'd suggest again a straight 10-minute protocol 
appointment. 


The Egyptians constantly are received in 
Moscow, so it makes sense to let them see that 
the door is open here too. There wouldn't be 
much local reaction, but Israel's new Foreign 
Minister Eban will be here in early February if 
you want a balancing act. In fact, I'd advise | 
giving Eban 10 minutes in any case, though he's 
not here officially. . | 
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I'll see Eban too 


R. W. Komer 
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THE SECRETARY OF STATE , 


Subjects United Arab Republic 
Parliamentary Delegation 
Recommendation: 


That you receive Anwar Sadat, President of the United , j 
Arab Republic's National Assembly (legislature), and his dele~ 


wpe 


gation during their stay in Washington February 22 - 26. 


MEMORANDUM FOR THE PRESIDENT | 


Approve 


Disapprove 
a Discussion; 


i Anwar Sadat, President of the United Arab Republic's 
National Assembly (legislature), is heading a delegation of 
four U.A.R. legislators on a leader grant visit to the United 
| States. The group will be in Washington February 22 - 26. 


I recommend that you receive the group while they are here. 
Sadat ranks third in the U.A.R. hierarchy and is a close personal 


| associate of Nasser, He is the highest ranking Egyptian every to 
| | pe invited to visit the United Stakes and I think your receiving 
| him would serve to put the recent improvement in U.8.-U.A.R. 

relations on a firmer footing. The meeting could be brief and 
chiefly ceremonial in nature. 


{ 
t | Dean Rusk 
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DEPARTMENT OF STATE 


WASHINGTON 


KEREIVE 
Februany: £45486 FICE 


MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Sadat Meeting with the 
President, February 23, 
11:30 a.m. 


Anwar al-Sadat, President of the U.A.R. National Assembly, will 
be accompanied by the following on his call at the White House: 


1. His Excellency Ahmad Hassan al-Feqi, Under Secretary, 


U.A.R. Foreign Ministry 
His Excellency Dr. Mostafa Kamel, Ambassador of the U.A.R. 


3. The Honorable Raymond A. Hare, Assistant Secretary of 
State for Near Eastern and South Asian Affairs 


Mr. Camille Nowfel, Official Department Interpreter 


Mr. Saunders, a member of your staff, has a briefing book containing 
complete background information on this visit. 


as amin ‘y. Read 


Executive Secretary 
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DEPARTMENT OF STATE INFORMATION COPY 
WASHINGTON REFERRAL 


cycney mp eeEIVED 
MCILeN Peppha¥y QL5ICE966 
IN REPLY REFER TO: 
MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Attached for Mr. Komer's information and 


files are copies of the following memoranda: 
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1. Rodger P. Davies(NEA)/Mustafa Kamel, Ambassador of the 


United Arab Republic dated 2/8/66 re US-UAR Relations 


i Benjamin H, Readf/ 


Executive Secretary 


Attachment(s): 


As Stated Above, 
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MEMORANDUM FOR THE PRESIDENT 


Subject: Visit of Anwar al-Sadat, 
President of the U.A.R. 
National Assembly. 


Sadat (Saa-dat), third ranking official in the U.A.R., is 


visiting the U.S. fer the first time at my invitation under the 
leader grant program. He comes as the unofficial envoy of 
President Nasser, accompanied by his wife and five members of 
the U.A.R. National Assembly. His visit reflects the improving 


trend in U.S.-U.A.B. relations and aims to familiarize him with 
the U.S. and its people. 


Sadat, age 47, a former newsman and charter member of the 


x 1952 revolution that brought Naaser to pewer, is shrewd, sensi- 


tive and proud. He is aware of being the highest 0.A.R. official 
exe te visit the U.S. His English is adequate, but he prefers 
© use an inte rpreter. 


Recommended points to make to Sadat and accompanying 
par Liamentarians: 


1. We wel he {mpr: rend in §.S.-0.A.R. relation 
which permitted negetiation ef a new PL~-480 agreement. 


2. We are impressed at the economic reform and self help 
measures undertaken by the Muhyadin (Meo-he-ya-deen) Government. 


This evidence of determination to grapple with basic economic 
problems of balance of payments, consumer preduction, and 

.. pepulation contrel is the greatest incentive to coeperation 
from the West. 


3. We appreciate the helpful and constructive attitude of 
President Nasser to our peace efferts in Vietnam. While responding 


te imperatives to keep up military pressure, we welcome any sincere 
help toward a peaceful settlement. 
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4, We were encouraged in August 1965 at the Nasser- 


Faisal agreement to settle the turmoil in Yemen. We remain 


hopeful the agreement will bear fruit, but are concerned at 
indications thet distrust and suspicion on both sides may 
jeopardize succesa. We believe strongly that frank digcus-~ 


giona between Nasser and Faisal would help clear the air. 


5. In the future we hope for continued improvement in 


U.S.-U.A.R. relations. Good will and frequent frank 
exchanges at all levels are important. We rely heavily on 
Ambassadors Kamel and Battle whose advice in the past has 
warranted our full confidence. 


/s/ DEAN HUSK 
Dean Rusk 
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ANWAR AL-~SADAT 
President of U.A.R. National Assembly 


February 22-26, 1966 


Background Paper 


U.A.R. - GENERAL INFORMATION 


The U.A.R. with its 28 million people is the largest and most 
powerful of the Arab states. Cairo, population about four million, 


is the largest city in Africa and the political, cultural and 
economic center of the Arab world. Compared with most other Arab 


countries, Egypt enjoys a relatively independent power base. The 
preeminence of the U.A.R. in the Near East is assured regardless of 
the regime in power. This is a fact of life and must be so dealt 
with. 


The Nasser regime is authoritarian, military-dominated, and 
highly centralized. Nasser has remained the dominant figure since 


the revolution in 1952. He was elected President for a third six- 
year term in March 1963. The government hierarchy consists of one 
First Vice President, Four Vice Presidents, a Prime Minister, eight 
Deputy Prime Ministers, and 26 Ministers. The 360-man National 
Assembly is largely a rubber stamp organization. The Arab Socialist 
Union, a mass political organization spreading down to the village 
level, substitutes for political parties, all of which, including 
the Communist Party, have been abolished. The Union, however, is not 
yet a viable political institution. 


The revolutionary regime has succeeded in attaining most of its 


goals. It eradicated "imperialism" through the nationalization of 
the Suez Canal and the eviction of British forces. It eliminated 
feudalism through widespread land reform. It terminated private 
business monopolies through nationalization of banks and industries. 
It has made progress in the field of social justice through the 
development of a new urban middle class and emphasis on building of 
schools, clinics, hospitals, and social centers. It has developed 
the strongest military force in the Arab world with Soviet help. 


The goal of democratic rule remains far off, however. 


—GCONFIDENTIAL 
GROUP 3 
Downgraded at 12 year intervals; 
DECLASSIFIED not automatically declassified. 


Authority Sa 81 
By_aap __, NARS, Date_-S- 


U.A.R. development efforts are plagued by population growth that 
exceeds the rate of increase of production. Dissatisfaction with 


economic privations and bureaucratic inefficiency is evident but does 
not constitute a threat to the regime. For the first time the man in 
the street sees hope for the future. The new government of Prime 
Minister Muhyadin has instituted economic reform measures that indicate 


a_ turn away from foreign adventures and determination to concentrate 
upon Egypt's long-range economic problems. 


Basic objectives of U.A.R. foreign policy are independence and 
freedom from foreign domination. The U.A.R. has followed a policy of 
non-alignment in the Cold War, combining acceptance of assistance from 


both sides with anti-imperialism and tolerance of Communist ambitions. 


At no point, however, has the U.A.R. tolerated pressure from the East 
or the West that affected Egypt's vital interests. The U.A.R. has 


tried unsuccessfully to export the U.A.R. brand of Arab socialism. 
This effort has resulted in deep U.A.R. involvement in the affairs of 
other Arab states, opposition to Arab monarchies, and a dominant 
U.A.R. voice in the Arab League. While Nasser remains a symbol of 
Arab nationalism, his efforts toward Arab unity in Syria, Iraq, and 
Yemen failed. Despite anti-Israel diatribes, Nasser has a realistic 
respect for U.S.-backed Israeli military capabilities and has been a 
force for moderation in Arab councils. The U.A.R. has also tried to 
play a role in Africa and to block the spread of Israeli influence 


south of the Sahara. At the same time, the U.A.R. hopes for leadership 
in the Afro-Asian world where it supports big power disarmament and 


nuclear controls. 
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ANWAR AL-SADAT 


8 President of U.A.R. National Assembly 
February 22-26, 1966 
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Background Paper 


U.S.-U.A.R. RELATIONS 


U.S.-U.A.R. relations rest upon the U.S. need to protect its 


interests in the Near East through maintaining influence in Cairo 
and the U.A.R. need for Western economic support. The climate of 


U.S.-U.A.R. relations has varied sharply, however. U.S. economic 


assistance during the sunny early years of the Nasser regime, 1952- 
1956, amounted to $86 million. U.A.R. recognition of Red China and 
arms purchases from the Soviet Bloc, however, precipitated a cut off 
i of PL-480 sales and withdrawal of a U.S. offer to help finance the 
| Aswan High Dam. Aid resumed in 1958 with the realization that neither 
the U.S. nor the U.A.R. had anything to gain from a standoff and had 
{ a mutual interest in resuming a dialogue built around an aid program. 
j In 1962 the U.S. signed a three-year PL-480 agreement for the sale of 
+ 
| 
| 


about $430 million of surplus foods. 


Policy differences over the Congo, the burning of the USIS 
Library in Cairo and a violent anti-U.S, speech by President Nasser 


caused another sharp deterioration of U.S.-U.A.R. relations in 


¥ December 1964, and the U.S. suspended shipment of PL-480 commodities. 
| By June 1965, however, relations improved sufficiently to warrant 
fulfillment of the terms of the agreement, and shipments of a 
remaining $37 million of agricultural commodities resumed. In 
subsequent months the U.A.R, desire to continue this trend became 
increasingly clear with 1) cessation of U.A.R. arms aid to Congo 

| rebels, 2) U.A.R. agreement to restitution for the USIS Library, 

a 3) the Nasser-Faisal Yemen peace agreement, 4) U.A.R. moderation 

h toward Israel at the Arab Summit Conference, and 5) the recent turn 
: away from foreign adventures and concentration on internal problems 


of economic development and security. 


; To encourage this trend which assures at least limited U.S. 
influence in Cairo and a dialogue on matters of interest to the U.S., 


a new PL-480 agreement was signed with the U.A.R. January 3, 1966. 
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The new agreement provides a basis for expanding U.S.-U.A.R. coopera- 


tion, if circumstances warrant. The limited character of the agreement 
reflects a threefold objective: 1) to avoid having economic assistance 
taken for granted; 2) to provide an incentive for economic self-help 
measures in the U.A.R. while allowing time for those measures to become 
effective; and 3) to provide an incentive for further improvement in 


relations with the U.S. We are encouraged by the economic reform 
measures being undertaken by the U.A.R. and the constructive and 
helpful role the U.A.R. has played in the current peace effort in 


Vietnam. 
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ANWAR AL~SADAT 


President of U.A.R. National Assembly 
February 22-26, 1966 


Background Paper 


THE U.A.R. AND YEMEN 


To recoup prestige lost over the secession of Syria from the 


U.A.R., Nasser supported the embryo Yemen Arab Republic in its 
fight against dissident royalist tribes after the overthrow of 


Imam Ahmad in 1962. Saudi Arabia supported the royalists with arms 
and money, turning U.A.R. prospects for quick inexpensive political 
gains into a costly military quagmire. Bitter unconclusive fighting 
continued nearly three years despite the buildup of Egyptian forces 
to about 70,000 men. Efforts by the U.S. and the United Nations to 
achieve a settlement had only limited success. 


Finally in August 1965 President Nasser and King Faisal agreed 
on a peace formula involving cessation of Saudi support for the 


royalists, selection of a transitional government by all Yemeni 

political factions, and withdrawal of U.A.R. forces by the end of 
September 1966. A plebiscite not later than November 1966 would 
decide upon a permanent form of government. Fighting stopped and 
Saudi Arabia terminated its material aid, but an all Yemeni conference 
that met in November-December 1965 failed to agree on a transitional 
government. Tentative agreement was reached to meet again late in 
February 1966. 


Meanwhile, endemic distrust between Nasser and Faisal has grown 
stimulated by delay in beginning substantial U.A.R. troop withdrawals 


from Yemen and Faisal's rumored interest in developing an anti-Nasser 
Islamic Pact. Faisal, however, has stated publicly he envisages an 
Islamic conference with U.A.R. participation. While Faisal's concern 
over delay in U.A.R. troop withdrawals is understandable, his rigidity 
toward a Yemen solution suggests a desire to humiliate Nasser. 
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We do not agree with Faisal that Nasser has decided to remain in 
Yemen at the behest of the Soviet Union and in support of Communist 
goals in South Arabia. Nasser signaled his conviction that _a military 
solution in Yemen was not possible when he regrouped his troops last ‘ 
summer, abandoning hard-won advance positions. His domestic economic 
crisis compels him to implement his decision. He now needs the short- 
term assurance that the evicted royal family will not return to Yemen 
during the transition period. Such return, immediately following 
U.A.R. troop withdrawal, would probably be a politically unacceptable 
humiliation for Nasser. He also needs assurance that internal order 
in Yemen will permit evacuation of his troops without risk. Faisal 
seems to overlook that formation of an interim regime and withdrawal 
of U.A.R. troops are integral and interdependent parts of the agreed 
peace formula. 


Jockeying for power by opposing Yemeni cliques has provided an 
unsettling and dangerous element that threatens future instability 
in Yemen, even without massive foreign interference. 


We have urged both Cairo and Riyadh to support the resumption of 
the all Yemeni conference, to be more flexible in their approaches 
and more candid with each other concerning the details of their 
thinking and planning. Since good Faisal-Nasser relations are the 
key to general area stability and development, we hope these two 
leaders can be induced to meet again for frank discussions. 


nb Bah ren mene a chert manent 


Sire maa pRIRERMGE Or > 


a Maaaeeg Sa Qe Cae wat pb eel te HOR een ae NGO RN HES et ay OE te yt ee STE A AS 


: 
| 


T=) 


_—_ConeEpent iat —— 


ANWAR AL-SADAT 
President of U.A.R. National Assembly 
February 22-26, 1966 


Background Paper 


THE U.A.R. AND VIETNAM 


The U.A.R. has advocated settlement of the Vietnam conflict 
in accord with the 1954 and 1962 Geneva conventions but has criticized 
U.S. military actions and bombing of North Vietnam. It has recognized 
the Democratic Republic of Vietnam, has accepted North Vietnamese 
Ambassadorial accreditation in Cairo, and received visits from repre- 
sentatives of the National Liberation Front of South Vietnam. At the 
same time, the U.A.R. has been willing to help efforts toward settlement 
by receiving Ambassador Harriman and transmitting the U.S. position to 
Peking, Hanoi, and Moscow. The U.A.R. also agreed to represent U.S. 
prisoner of war interests in North Vietnam, but was refused by the DRV. 
The U.A.R. has been unwilling to take any initiative itself or in 
company with other non-aligned states in seeking a peaceful settlement, 
however, without clear evidence such a move would be successful. 


Although the U.A.R. Government expressed concern at the resumption 
of U.S. bombing of North Vietnam and urged cessation of U.S. military 
operations in Vietnam, it instructed the press to refrain from criticizing 
the U.S. on resumption of bombing North Vietnam. Since then the U.A.R. 
press has carried anti-Vietnam stories from the U.S. and foreign press, 
but has shown relative restraint in its indigenous reporting. 


Despite sympathy and support for many DRV positions, the U.A.R. sees 
a parallel between the U.S. position in Vietnam and the U.A.R. position 


in Yemen and hopes to gain prestige by helping to bring about a peaceful 


settlement. 
k 
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Background Paper 


U.A.R. ECONOMY AND RECENT FINANCIAL MEASURES 


The Economy 


At the end of June, 1965, the U.A.R.'s gross domestic product 
amounted to $4 billion, its population to almost 30 million and its per 
capita income to about $136. Agriculture and services each account for 
around 30 per cent of the gross product, followed by industry and mining 


with almost 22 per cent. The gross domestic product of the U.A.R, has 
grown at an annual rate of about 6 per cent over the past five years. On 

a per capita basis, however, the growth rate is only around 3 per cent due 
to an almost 3 per cent annum increase in population. This growth 

took place despite failure of the rate of consumption to decline and rates 
of domestic savings to rise anywhere near as planned. This in turn was 
reflected in budget and balance of payment deficits, in increasing long 
and short-term debt and in a very tight foreign exchange situation. 


As of end June, 1965, the over-all budget deficit was estimated at 
$590 million, the balance of payments deficit at $460 million, the 
external debt at upwards to $3 billion (almost two-thirds from Communist 
countries, though less than 30 per cent of the non-military portion of 
these credits have been disbursed) and the Central Bank's foreign exchange 
reserves, excluding gold currency cover, at $30 million. PL-480 food from 


us_and loans and suppliers credits from the Communists principally, but 

also from the West Germans, Italy, Kuwait, and ourselves among others, have 
provided the Egyptians with the wherewithal to live and develop beyond their 
own means. The U,A.R, held its price levels down until relatively recently 
through subsidies and controls. These suppressants of inflation have been 
relaxed or removed over the past year or so and the cost of living went _up 
by almost 18 per cent between June, 1964 and September, 1965. It should be 


noted that cotton remains Egypt's number one earner, accounting for over 
60 per cent of exports, e.g., $340 million last year. 


Recent Financial Measures 


The financial measures promulgated by the U,A.R. in early December, 1965 
are in line with those that the IMF has recommended to the U,A.R. Government 
over the past two years or so. They represent a major and painful belt 

tightening. Though born of necessity they are nonetheless impressive in 
their comprehensiveness and toughness. Their apparent objective is to bring 
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about a better balance between incomes and the supply of goods and services 
by limiting disposable incomes and by allowing prices to rise sufficiently. 


The measures taken so far fall hard on the fellahin and the urban 
middle class. They apply to the price of bread, tea, sugar, corn, cloth 
and fertilizer as well as consumer durables and to industrial investment 
and to agricultural credit. Dr, Kaissouni, the Deputy Prime Minister for 
Economic Affairs, has stated that the Egyptian Government intends to stick 
with these measures and that there would be few, if any, concessions. We 
judge it unlikely that measures of such political consequence would be 
undertaken without full consideration by Nasser. 


It is expected that the financial measures will result in a saving 
to the E tian Government of LE 100 million 230 million) during the 
final seven months of the current Egyptian fiscal year, ending June 30. 
The saving during a full year is estimated at LE 150 million ($345 million). 
There is no way to rectify quickly the unhappy financial situation which the 
Egyptians have gotten themselves into. In fact, because they waited so long 
to take action, the corrective process will be more drawn-out and difficult. 
If they persevere on their new course of economic soundness and austerity 
| for perhaps a year, they may be in position to expand their development 
2 effort and to get at the problem of rationalizing their debt burden. The 
| 
| 
1 
{ 
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Egyptians need to show their creditors, bilateral and multilateral, that 
they have learned an economic lesson and that they mean business. This 


probably means some hard times ahead scraping the bottom of the barrel, with 
the margins on commercial bank lines of credit slight. 


In addition to its financial measures, the Egyptian Government is 
attempting 1) to make full use of existing productive capacity by supplying 
industry with needed raw materials and spare parts; 2) to complete projects 
already started, subject to priorities aimed at the elimination of bottle- 
necks and the promotion of exports and import substitutes; and 3) to adopt 
a balance of payments policy designed to equate current foreign exchange 
earnings with current foreign exchange requirements, thus limiting external 
: borrowing to the financing of investment. The Egyptian Government is also 
| engaged in longer-term measures in such areas as development planning, 
management, productivity and birth control. The Mohieddin Government clearly 
appears to be moving in the right direction. 


The Egyptian economic situation is beginning to improve a bit. The 
| trade deficit went down over 40% in the first nine months of 1965 ($188 


million as compared to $314 million in the same period in 1964) due largely 
to a 20% increase in exports and a 7% drop in imports. This reflects the 
intense effort on the part of the Egyptians, beginning early in 1964, to 
reduce imports to those considered essential for the economy and at the 
same time to increase all types of exports. The recently introduced 

| financial measures should further improve the balance of payments picture. 
Foreign exchange earnings from relatively recent oil finds in the Gulf of 
Suez appear likely to be forthcoming in the next few years, but it is not 
possible at this time to determine just what this will mean in terms of 
Egypt's balance of payments. 
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Background Paper 


U.A.R. PL-480 TITLE IT AND TITLE IV AGREEMENTS 


General Terms (UNCLASSIFIED) 


1. The value of the commodities provided for in the two agreements 
is about $55 million. Three-fourths of this value will be paid for in 
local currency under the Title I agreement. One-fourth will be paid for 
in dollars over a 20-year period (24% interest) under the Title IV agree- 
ment. Our last PL-480 agreement with the U.A.R. had a total value of 
$431 million, all under Title I. 


2. The length of both agreements is for six months. Our last 
agreement was for three years. 


3. Of the local currency proceeds, 75% will be loaned to the U.A.R. 
for economic development projects for 30 years at 4%%. Under the last 
agreement, we loaned the U.A.R. 85% at 3/4 of 1%. 


4. The commodities included in these agreements are wheat /wheat 
| flour, vegetable oil, poultry and tobacco. The last agreement included 
these commodities plus corn, butter, cheese, dried milk, beans, tallow, 
and beef. A breakdown of commodities by volume and value appears in 

i the attachment. 


5. The U.S.G. may unilaterally decide to suspend the issuance of 
| purchase authorizations under these agreements. 


Special Terms (Items 6 and 7 CONFIDENTIAL) 


bs 1. Although the volume of commodities involved is proportionately 

t less than in the last agreement, the usual marketing requirements are 

higher. In the cases of tobacco and poultry, part of the usual marketing 
requirements are "tied" to the U.S. The U.A.R. has also informally 

agreed to increase other purchases of agricultural commodities from 

; the U.S. 
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2. The U.A.R. has agreed to continue to restrict its cotton acreage. 


3. The U.A.R. has agreed to permit the U.S.A. to pay part of the 
freight costs of Title III donations in Egyptian pounds and permit the 


carriers involved to use this currency for expenses in the U.A.R. 


4, The U.A.R. has agreed that our Embassy may sell Egyptian pounds 
to American tourists, firms, and philanthropic organizations. 


5. No Title I purchase authorizations for wheat will be issued 


until the U.A.R. has purchased all of the wheat available under Title IV. 


No purchase authorizations will be issued for any commodity until any 
compliance problems remaining from the previous agreement are settled. 
No purchase authorization will be valid after June 30, 1966. 


(The following two provisions of the agreement are 


confidential and should not be divulged to the 
public or to persons who may not honor the confidence 
in which this information might be given.) 


6. The U.A.R. has agreed to give the U.S.G. an option, to be 
exercised by June 30, 1966, if at all, to purchase 50,000 tons of 


Egyptian rice for local currency. 
7. The U.A.R. has agreed to repay in dollars a portion of the 


amounts due on local currency loans equivalent to the amount paid for 
Suez Canal tolls by U.S.-owned vessels. 


Attachment: 


Commodity Composition and Value. 
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Commodity Composition and Value 


Title [I 


Wheat /wheat flour 
Vegetable Oil 
Tobacco 


Poultry 


Title IV 


Wheat /wheat flour 


Ocean transportation 
(est) 


513,900 MT 

20,000 MT 

3,500 MT 

500 MT 
Total 

236,100 MT 
Total 


$29. 


$41. 


$13. 


$14. 


Attachment 


90 million 


25 " 
. 60 : 


-30 i 


05 million 


75 million 


.89 m 


64 million 
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Background Paper 


NEAR EAST ARMS BULLDUP 


The continuing state of tension in the Near East results from 
the basic dispute between Israel and its Arab neighbors. Beginning 
in 1955 massive Soviet arms sales into the area have been a major 
factor feeding the arms race. The best course for us would be to 
maintain the lowest level of armaments possible, but this is not 
something we alone can do. To achieve this would require a common 
approach by all states capable of supplying arms to the area. It 
would presuppose fundamental agreement on the need to avoid an arms 
race in the area as well as a situation in which differences and 
tensions among the arms-supplying states did not exist. In present 
circumstances, while the U.S. uses its influence to work for peace 


and stability in the area, it cannot ignore the realities of the 
situation. 


The U.S. has sought to avoid becoming a major supplier of arms 
to any country in the Near East. By not becoming involved in the 


19 


arms spiral, we have hoped we might play an effective role in persuading 


both sides to limit further acquisitions of lethal weapons. We have 
repeatedly told Nasser of our concern about acceleration and escalation 
of the Near East arms race and U.S. opposition to the proliferation of 
missiles and nuclear weapons. In March 1965 President Johnson wrote 

to President Nasser warning that increased acquisitions of Soviet arms 
by some Arab countries might necessitate U.S. sales to other countries 
in the area to meet their legitimate defense needs. 


Consistent with the President's letter to Nasser, the U.S. has 
met what it assessed as legitimate defense requirements by sales of 
limited amounts of military equipment to some Arab countries as well 
as to Israel. In line with our policy and to meet modernization 
requirements, we have furnished Patton tanks to Jordan and we have 
also sold Patton tanks to Israel. In addition, we and the British 
have agreed to provide an air defense system, the American component 
being the defensive Hawk missile, to Saudi Arabia. Similarly, in 1962, 


we sold Hawk missiles to Israel to provide the basis for an air defense 
system, 
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U.S. military sales have been on selective basis and in support 
of our objectives of maintaining friendly relations with all states 
of the area while seeking to advance peace, progress and stability. 
We do not underestimate the seriousness of any arms augmentation and 
will use our influence as we can to see that dangers inherent in the 
military confrontation in the Near East are limited to the extent 
possible. To this end, we will continue our efforts to assist in 
resolving the basic differences which divide the Arab states and Israel. 


| 
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WASHINGTON SCHEDULE FOR MR. ANWAR AL-SADAT 
PRESIDENT OF THE U.A.R. NATIONAL ASSEMBLY 


Tuesday, February 22 


Afternoon 
Evening 


Wednesday, February 23 


10:00 a.m. 


11:30 a.m. 
12:30 p.m. 
1:00 p.m. 
3:30 p.m. 


Thursday, February 24 


10:00 a.m. 


4:00 p.m. 
6:00 p.m. 
9:00 p.m. 


Friday, February 25 


10:00 a.m. 


11:00 a.m. 


1:15 p.m. 


Afternoon 


7:30 p.m. 


Saturday, February 26 


Noon 


Arrive at Dulles International 


Informal dinner at U.A.R. Embassy 


Appointment with Raymond A. Hare, 
Assistant Secretary, NEA 


Appointment with the President 
Appointment with Secretary Rusk 
Luncheon hosted by the Secretary 


USIA Television interview 


Meetings with Speaker of the House 
McCormack, Congressman Albert 
and others; observe House session 
Tea, House Foreign Affairs Committee 


Reception, U.A.R. Embassy 


Dinner, U.A.R. Embassy 


Meetings with Congressman Poage 
and others 


Tour of the Islamic Center Mosque, 
possible attend short service 


Luncheon, Senate Foreign Relations 
Committee 


Washington sightseeing tour 


Dinner and reception, Middle East 
Institute 


Depart for Los Angeles 
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WEST COAST-NEW YORK SCHEDULE FOR MR. ANWAR AL-SADAT 


Saturday, February 26 


| Mid-afternoon Arrive Los Angeles 
5:00 p.m. ; Reception, University of 
Southern California i 
Sunday, February 27 
Visit to Disneyland 
Monday, February 28 
Morning Arrive San Francisco by air : 
3:45 p.m. Meet Mayor of San Francisco : 
Evening Dinner with Food Machinery : 
Corporation a 
| Tuesday, March 1 ; 
| ‘ 10:00 a.m. . Travel to Sacramento by | 
| automobile 


folate allied Diet atitad Sees 


Lunch with State Legislature 


v 


a | Meet Governor Brown 


Wednesday, March 2 


Vistt United Nattons 


Remainder of schedule to be 
confirmed. 


XEROX PROM QUICK COPY 


| 
Travel to New York by air 
Thursday-Friday, March 3-4 


THE WHITE HOUSE 
WASHINGTON 


Confidential 


February 4, 1966 
NOTE TO MR, BUNDY 


The Tri-Continental Conference 
is having many reverberations. 
Here is an interesting one from 


Cairo. 
yn 8 


WGB 


Attachment 


Cairo's 1972, 2/4/66. 
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Ss INFO RUEHDT/USUN NEWYORK 1966 FEB.4 AM 6/56 
' 8g RUESSG/AMEMBASSY BOGOTA ONE eee 
Sp RUESLM/AMEMBASSYLIMA TWO et ee eee , 
ony RUESRS/AMEMBASSY CARACAS THREE ee ee eee 
a RUESUA/AMEMBASSY RIODEJANEIRO TWO Poa” ae i 
tod STATE GRNC : ate RES 
| oH BT a oe ay 
| | EUR ONE EI toe FEB 4. St, Gale as es 
! REF: BOGOTA'’S TEL 978 TO DEPT. 
P IN RECENT CONVERSATIONS WITH ARGENTINIAN AND PERUVIAN _ | 
“f  USTA AMBS RE TRI-CONTINENTAL CONFERENCE, I HAVE ENCOURAGED THEM & 
i NSC TO REGISTER WITH GUAR CONCERN LATIN GOVERNMENTS OVER DEVELOP~: 
INR MENTS HAVANA AND APPEARANCE CAIRO ENDORSING- REVOLUTIONARY i 
| ae CHANGE IN COUNTRIES WITH WHICH IT MAINTAINS DIPLOMATIC’ 2. of 
eee RELATIONS, EMPHASIZING SUGGESTION PERSONAL AND‘ NOT PER iva) 
| | NSA INSTRUCTIONS, I EXPRESSED BELIEF DIFFICULTIES IN UAR- LATIN. 
i i DOD RELATIONS COULD NOT FaIL TO COMPLICATE’ DELICATE: US VARY “4 
NIG 8 F 
Zi ‘ ’ ‘ ‘ , 
RSR PAGE TvO RUEHCR 19@D3 G-O-N-E-t-D-E-N-F-P ot ae 
RELATIONSHIP NOW BEING CAREFULLY NURTURED, AND PLAN: MAKE. Shute 


SAME POINT IN LOW KEY TO OTHER LATIN REPS AND UAR OFFICIALS x 
WHEN OPPORTUNITY PRESENTED. i 


PERUVIAN AND ARGENTINIAN AMBS WERE QUITE CONCERNED OVER. . 

PROBLEMS LIKELY TO RESULT IF 196% TRI-CONTINENT' MEETING ‘HELD '~ 

HERE OR CAIRO-BASED PERMANENT SECRETARIAT ESTABLISHED. WE ee 
= HAVE INDICATIONS’ (DETAILS BEING POUCHED) UAR RECONSIDERING  : 
~ +» WPADVISABILITY, SUCH SUPPORT FOR TRI-CONTINENT MOVEMENT. AS 


wi seemed — 
ae ca ce ar a a 


' CONSEQUENCE MARXIST AND SUBVERSIVE CHARACTER HAVANA ° eee 

ios RESOLUTIONS. I THEREFORE SUGGESTED TIMELY REPRESENTATIONS . 

MIGHT ENCOURAGE THIS PROMISING DEVELOPMENT, INDICATING THAT. - 

ESSENTIAL FACTOR IS UAR SUPPORT TO SUBVERSION : = a ce 

ESTABLISHED LATIN GOVERNMENTS, NOT RPT NOT WHETHER Se 
‘ITS HAVANA DELEGATION HAD “OFFICIAL” OR. "UNOFFICIAL" STATUS. 
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{N REPLY REFER TO: 


MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Reply to Letter from Congressman 
Bingham 


In response to Mr. Komer's request of January 
12, I enclose a copy of the Department's reply to 
Congressman Bingham's letter on PL-480 sales to 


the UAR. 
, | 
a 
i 
t Benjamin H. Réa 
xecutive Secretary 
| 
t Enclosures: 


1. Copy of the Department's 
reply. 


2. Letter from Congressman 
Bingham. 


DEPARTMENT OF STATE 


WASHINGTON 


January 21, 1966 


Desr Congressmen Bingham: 


Mr. Kemer hae asked me to reply to your letter ef January 7, 1966, 
to che President expreseing cencern about the resumption of PL-460 sales 


to the United Arab Republic. 


The question of sid te the §.A.R. ie sensitive and the Department 
of State has reviewed it at length. Because of policy differences and 
several incidents in the winter of 1964, 0.3.-U.4.2. velations remained 
strained in the summer of 1965 when the three-year FL-460 agreement with 
Reypt expired. at that time we were wet prepared to enter inte « new 
agrvesuent, despite progrese in veneving differences aver Laternstional 
problems auch as the Conge. 


During the wonths that followed, a number of developuants breught 
about a considerable tmprovawent in our relations. Aming these were the 
Yaieal-Beveer agreawent to end hestilities in Yemen; pregreas in the 
settlement of a nusber ef public and privete 0.3. clains against the 
U.A-2.} apparent moderation in the 9.4.8. position at high-level Arab 
conferences with respect to Eevacl, the refugee problem and Jordan 
es aaa ec the Mehyadin goverment to tatarnsl 


Ym addition, the 8.A.R. han seemed anxious te seek an improved 
atmosphere in ite working relations with us, and en a nomher ef eccasions 
has demonstrated its willingness te accomedate us in aadeet practical 
ways. To encourage this trend end te try te meintain st least Limited 
influence in Caixe, the Preaident in lete Hovenber autherined the 
beginning of negetiations for a new FL.-480 agreement which was signed 


Samuary 3, 1966. 


fhe new pregvam of about $55 million is fer six mothe and 25% of 
the total sales ave under Title f¥ and therefore payable in dollars. 
the sia-meuth duration of the agreement ie sherter than in past PL~480 
dealin and the total commedity value ia lower then average pant selea 
te the U.A.8. for almilear peviods. Mereever, cast selee beve been 
entively payabie tu lecel currensy. Ae in past PL~480 agreemante, che 
9.8. may Tt decide to suspend the iesuance ef purchase 


ce we cen 


We believa the new agreement provides a basis for expanding 
U.S.-U.A.R. cooperation, if circumetances warrant. The limited 
character of the agreement reflects a threefold objective: 1) te 
aveid having econumic aseistance taken for granted; 2) to allow 
time for economic self-help measures iu the U.A.R. to baceme effective; 
and 3} to provide an incentive fer tapreved relations with the U.8. 

We axe encouraged by strict ecenemic referm measures recently under- 
takes by the G,A.R. and the constryctive and helpful role the U.A.R. 
has played in the current peace effort in Vietnam, 


Ef the Department can be ef any further aseistence, please 
let me know. 


' prea m ' 


Sincerely, 


Douglas MacArthur 17 
Assiatant Secretary fer 
Congressional Relat tons 


ath te 


aes j [OP 
THE WHITE House aes 


WASHINGTON 


January 12, 1966 


MEMORANDUM FOR 
EXECUTIVE SECRETARIAT 
Department of State 


Here is a letter from Gongress- 
man Bingham (D-NY) and our re- 
plies. I'd hope that State could pro- 
vide him with a fuller answer. 


Wom 


. Komer 


Jauvary 12, 1966 


Dear Congreseman Bingham: 


in farther answer to your letter of 7 January to the 
President, I agree that you are entitiod to a fuller ax- 
planation of the basis for the Prasident's decision to 
reoume PI. 400 sales to the GAR. 1 will ack the State 
Department te de se. 


I might add that the agreement ia terminabie, cad we. 
believe that the UAR is playing a more constructive 

role thea in the recent past. Sof hope that you will be 
ia aceord with the President's action. May I alse Kaigard 


Sincerely, 
R. W. Kemer 
Depaty Special Assistant 
to the President for 
National Security Affairs 
Hon. Jonsthan B. Binghan 
U.S. Gengress 
Washington, BD. G. 
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_ MEMORANDUM ~ . {6 o/ 
Rb we . THE WHITE HOUSE 


WASHINGTON 


January 10, 1966 


To: McGeorge Bundy 


From: Henry Wilson 


Re; Letter to the President from Congressman Jonathan B. Bingham 


If in your opinion a fuller reply is advisable, will you have your 
staff prepare a further response or return to me and I will send 
to the State Department for attention. 
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; Janvary 16, 1966 


ovur Congressman: 


ox the President, may I acknowledge your 
jetier of January 6 with respect to the Unites 
Arab Republic. 


Please be assured that your letior will have 
the careful consideration of the Prasident , 
and his advisers. sf 


Sincerely, 


Henry H. Wilson, Jr. 
Administrative Assistant 
to the President 


House of Representatives. 
Washingtan, D, ©. 
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" JONATHAN B. BINGHAM... 
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Congress of the Cinited States 
Bouse of Representatives | noe 
Washington, B. €. 20515 ! 


. 
January 7, 9% 


The President 
The White House 
Washington, D.C. 


Dear Mr. President: 


I am much disturbed by the news of the agreement just concluded 
between the United States and the United Arab Republic which apparent- 
ly calls for the subsidizec sale by thé United States of more than 
55 million dollars of agricultural commodities to the UAR in the first 
I note that this is more than was provided for 
the first six months of last year when the United Arab Republic re- 
ceived 37 million dollars worth of farm products from the U.S, My 
concern in 1966 is as it was in 1965: 
make it easier for the United Arab Republic to purchase armaments 
and to engage in military and political adventures inimical to peace 


six months of 1966. 


and stability. 


During the past years several nations have been direct victims 
The UAR has committed hostile acts against Israel. 
The UAR has been guilty of aggrandizement against both Yemen and the 
Congo. It is less than a year since Nasser used blackmail against the 
West German Government to attempt to prevent diplomatic recognition of' 
Nasser's antagonistic remarks about U.S. 
While there has been some diminution of UAR miscon- 
duct in recent months, the reasons may be tactical rather than the 


of UAR aggression. 


Israel. 


to be forgotten. 


result of a change of’basic policy and attitudes. 


I assume that your certification that this agreement with the 
UAR is in the U.S. national interest was based on the judgment anc 
recommendations of the Department of State. 
days, without success, to find out the basis for this recommendation, 


porta 


that this transaction will 


aid are too recent 


I have tried for several |, 
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Without this information, I am at a loss to understand the Department's 
judgment. As I stated last year, I believe that the UAR's course of; 
conduct and the policies it pursues render it ineligible for U.S. 
assistance. I believe that it has transgressed those minimum standards 
of international decency which should be a condition of U.S. assistance. 
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affect on our goal of peace and ‘stabil 
I would hope, further, that reasonable! la 
that the UAR not ‘only would not repeat prio 
might be some improvement in existing poli 
gard to the national integrity of the State of Israel. 
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of goodwill would seem’ unwarranted. 


If this 
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agreement has been executed 


ment for improved relations between that 
because Nasser is playing a constructive 
an honorable negotiated settlement of the Vietnam conflict, then the 


aid program might be justifiable. 
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nation and her neighbors or 
role in the effort to secure 


conditions, I must register my dissent from this action. ~ 
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Sincerely, : 


Jonathan B. Bingham 


Member 
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Friday /12:15 pm 
ee 
MEMORANDUM FOR THE PRESIDENT . 


Dean Rusk again recommends that you see 
Anwar Sadat, head of the UAR National Assembly, 
while he's here 22-26 February. Sadat ain't 
Nasser, but he's the highest ranking Egyptian 
ever to visit officially. 


You agreed to see him last June, adding "lunch 
if you suggest, '' but he had to cancel his visit. 
We'd suggest again a straight 10-minute protocol 
appointment. 


The Egyptians constantly are received in 
Moscow, so it makes sense to let them see that 
the door is open here too. There wouldn't be 
much local reaction, but Israel's new Foreign 
Minister Eban will be here in early February if 
you want a balancing act. In fact, I'd advise 
giving Eban 10 minutes in any case, though he's 
not here officially. 


DECLASSIFIED 
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I'll see Eban too 
KW Kom 


R. W. Komer 


Yes 
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THE SECRETARY OF STATE 


WASHINGTON ,,_....,. DECEIVED 
HeGEGNSE BUNDY'S OFFICE 


January 20, 1966 
1255 JAN 20 PU 4 45 


are ana misao 


MEMORANDUM FOR THE PRESIDENT 
Subject: United Arab Republic 
Parliamentary Delegation 
Recommendation: 
That you receive Anwar Sadat, President of the United 
Arab Republic's National Assembly (legislature), and his dele- 
gation during their stay in Washington February 22 - 26. 


Approve 


Disapprove 
Discussion: 


Anwar Sadat, President of the United Arab Republic's 
National Assembly (legislature), is heading a delegation of 
four U.A.R. legislators on a leader grant visit to the United 
States. The group will be in Washington February 22 - 26. 


I recommend that you receive the group while they are here, 
Sadat ranks third in the U.A.R. hierarchy and is a close personal 
associate of Nasser, He is the highest ranking Eeyptian ever 
be tavited to visit the nited stares and I think your receiving 
him would serve to put the recent improvement in U.8.-U.A.R. 
relations on a firmer footing. The meeting could be brief and 
chiefly ceremonial in nature, 


Mar Rife. 


Dean Rusk 
— CONFIDENT EAL. 
GROUP 3 
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Friday /12:15 pm i 


MEMORANDUM FOR THE PRESIDENT Ah AK 


Dean Rusk again recommends that you see 
Anwar Sadat, head of the JAR National Assembly, 
while he's here 22-26 February. Sadat ain't 
Nasser, but he's the highest ranking Egyptian 
ever to-visit officially. 


You agreed to see him last Jane, adding "lunch 
if you suggest, but he had to cancel his visit. 
We'd suggest again a straight 10-minute protecol 


appointment. 


The Egyptians constantly are received in 
Moscow, #0 it makes sense to let them see that 
the door is open here too. There wouldn't be 
much local reaction, but Israel's new Foreign 
Minister Eban will be here in early February if 
you want a balancing act. In fact, I'd advise 
giving Eban 10 minutes in any case, though he's 
not here officially. 


Yea 
DECLASSIFIED 


No 
enone Authority “az. Gfx //-6-76 
TU see Eban too By_ag? NARS, Date lS 27, 


R. W. Romer 


Attach. Memo Rusk to President 1/20/66, subj. UAR ParlDel. 
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; : “OspD ji 
be Fae Senator Stuart Symington, accompanied by Lt. Col. Edward Peter,.,. 
i ae ee visited Cairo January 6-8 enroute back to the United States from 
| a Saigon and a tour of the Far East. Cairo was the Senator's only "non- 
military" stop, i.e., the only stop during which his primary interest 
On arrival the 


was foreign policy rather than military affairs, 
Senator made no bones of the fact that as between the UAR and Israel: 


his sympathies lay with the latter, that he had opposed resumption 

of PL 480 assistance to the UAR and that he had come here to ask why 

we had renewed it. The Senator explained that he was concerned (a) 

with the gold outflow aspects of our aid programs here and elsewhere, 

(b) the fact that we generally were not getting our money's worth . 

from our aid programs in terms of political and economic support from ; 
present and former aid recipients and (c) the fear that by helping 

the UAR we were allowing it to continue its opposition to Israel. 


PM 3 28 


I had a series of very full and frank conversations with the 
Senator on these and related pointe and believe I managed to correct 
some of his misapprehensions, He was very pleased to learn, for 
instance, that there was a net hard currenéy advantage to us in the 
PL 480 program, and to learn of the Muhieddin government's new economic 
policies. On several occasions he said specifically that he approved 
what we were doing here and thought a continuation of our aid at the 
present level end on present terms should present no insuperable . 


[ Congressional problems. 
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Senator Symington's concern over the arms race between the WAR 
and Israel, however, was heizhtened by what he learned here of NAR 
P| 
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A- 608 CAIRO 


military capabilities, He was particularly impressed by our estimate : 
of the number (102) of MIG 21's now in UAR hands and said this made 

Israel's concern over UAR capabilities much clearer to him, He commented 

on the foolishness of accumulating conventional armaments, given the 

military realities of the Near East, but he obviously left here with 

by increased sympathy for Israeli arms requests, He agreed, however, that we 
should concentrate on disarmanent efforts here rather than seeking to. 

maintain an arms balance between the parties in conflict, 


The Senator's schedule is given in the enclosure, We kept it as 
simple as possible and at the Senator's request did not schedule visits © 
with the Foreign Minister} Finance Minister QAISSOUNI, or President 
NASSER, although we had indications that the first two in particular 
would be glad to receive him, He did call on Prime Minister MUHIEDDIN, 
with whom he had a pleasant conversation on subjects of general interest 
(see my attached memorandum of conversation), He also met a number of 
senior Egyptian officials at a small iftar dinner on January 7 (guest 


list attached), but discussed no matters of significant policy impact 
with them, 


*Whom he saw nevertheless during his call on the Prime Minister 


pe) ieee 
Lucius D. Battle 
American Ambassador 


Enclosures: 


Schedule for Sen, Symington 
; Memcon 


Guest List~-Stag Iftar 
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SCHEDULE 


Senator Stuart Symington - January 6-8, 1966 


Escort Officer: Lt, Col. Edward C, Peter | . 
Control Officer: Richard B. Parker, Political Counselor 


Thursday, January 6 


6:40 p.m. - Arrive Cairo Airport - Air France Flt. (UT) 157 
from Karachi 


- Ambassador to meet ~ Drive to Residence 
Mr. Parker to accompany. 


8:00 p.m. = Informal dinner with Ambassador and Mrs. Battle 
and Mr, and Mrs, Parker 


Friday, Jatuary 7 . 
10:30 a.m, - Embassy Briefing | 
1:00 p.m, - Lunch: Mr, and Mrs. David Nes - 
Mr, and Mre, Richard Parker 
Mr, and Mrs. Eugene Milligan 
Mr. and Mrs. Janes Halsema 
Lt, Col, Edward C. Peter 
4:45 p.m, - Iftar Dinner at Residence 
8:30 p.m, - Call on Prime Minister Zakaria Muhieddin 
Saturday, January 8 
To be scheduled after Senator Symington's arrival, 
Sunday, January 9 
6:00 a.m, - Depart for airport 


7:10 a.m. - Depart Cairo, TWA 903 for New York. 
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MEMORANDUM OF CONVERSATION 


PARTICIPANTS: Prime Minister Zakaria Muhieddin 
Foreign Minister Mahmoud Riad 
Senator Stuart Symington 
Ambassador Lucius D. Battle 


DATE: January 7, 1966 


The Prime Minister received us at his residence on the night of 
January 7 for a conversation that lasted about 45 minutes. He was 
extremely amiable and pleasant and obviously had prepared himself for 
the meeting with some regard to the interests and attitudes of the 
Senator with which he appeared to be familiar. 


The Prime Minister began by making general references to the 
non-aligned position which the UAR has followed, reaffirming strongly 
the fact that the UAR is independent and expects to remain so. He 
repeatedly stated that the country would adhere to a non-aligned position 

in the East-West conflict. His desire to rebuild a strong relation 
| with the United States was emphasized. He stated that the US Bubassy 
| in Cairo and the UAR Embassy in Washington were both working to bring 
{ 


about a friendly and harmonious relationship which he felt would benefit 
both countries. 


In response to Senator Symington's question, the Prime Minister ; 
stated that Western investment in the UAR would be encouraged in those 
aréas such as pharmactuticals in which the UAR definitely needed help. 
He made a reference to the extent of UAR control which this country 
would exercise, indicating that such control would be on the basis of 
a majority owmership of stock. This part of the conversation was sane- 
what confused but will be the subject of further discussion by the 
Embassy with the Egyptian authorities in the near future. 


The Prime Minister expressed his pleasure at the recent credit 
extended by Chase Manhattan Bank and his pleasure at the successful 
ig 


conclusion of a new PL 480 agreement between the United States and the 
: United Arab Republic. 
i : ae 


. Senator Symington said that he too was pleased at the improvement 
i in our relations, an improvement which he hoped would continue and expand. 
: He spoke of the United States’ balance of payments problem and of his 


hope 
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discussed in gen@ral terms the world food problem and its relationship 
to American agricultural surpluses. 


The meeting ended with general expressions on both sides of a 
desire to improve relations through frank and continued contact both 


) 

hope for new opportunities for American business abroad. He also 
at diplomatic and private levels in both coumtries. 
( 
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GUEST LIST - Stag 'Iftar' 


at Embassy Residence, Friday, January 7, 1965 
at 4:45 - In Honor of Senator Symington 


Host 


Senator Stuart Symington 
Dr. El Nabawi EL MOHANDIS, Minister of Public Health 


Dr. Sayed MAREI', Deputy Speaker, and Member of the Board of Directors © 
of Misr Bank 


Dr. Sarwat OKASHA, Chairman, National Bank 


Mr. Mohamad Abdel Salam EL ZAYYAT, Secretary Géneral, UAR National 
Assembly 


Gen, Emad El Din THABET, Chief of Military Intelligence 


Mr, Samih ANWAR, (Minister), Director, Dept. of North American Beeentee 
Ministry of Foreign Affairs 


Mr. Mahmoud Salah El Din HASSAN (Counselor), Deputy Director, Dept. of 
North American Affairs, Ministry of Foreign Affairs 


Co. Edward C, Peter, escort to Senator Symington 
Mr. David Nes, Minister-Counselor 
Mr. Richard Parker, Counselor for Political Affairs 


Col, Richard Mitchell, Air Attache 
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“Mac: 


1 We or State have gotten letters from 
most of the expected Congressmen against 

‘ aid to Egypt or arms to Arabs. NEA's 
“answer to this is to leak a press story about 
‘tanks toIsrael. I am less impressed with 
‘this, because of the risk of generating Arab 
-reactions. 


However, I do favor taking off the wraps 
to the extent of briefing interested Congress - 
men. Would you entertain giving another 
seminar like that of last year? I suggest 
you instead of myself simply because none 
of these guys would show up to hear me. 
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Rusk 
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Ball 

Rostow 


SS John Gardner 


Q Frank Keppel 
Harold Howe 
Moyers 
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Komer 
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Wednesday, January 5, 1966 


FOR THE PRESIDENT 
’ 


Harriman reports on his talk with Nasser: (Cairo No. 1677, January 5) 


Ambassador Battle and I had nearly a two hour frank and outspoken 
talk with Nasser and the Egyptian Foreign Minister. 


I outlined reasons for President Johnson sending me to talk with him, 
particularly because he had in past shown desire to cooperate in seeking 
peaceful solution. He and others had suggested cessation of bombing. 
Now pause existed and we hope Hanoi will respond by a parallel gesture. 
I explained briefly favorable reaction received from talks I have had on 
this trip, also described Goldberg's and Williams' visits. All those I 
have seen were ready to do what they can towards peaceful solution, 


I emphasized position of United States in fourteen points which Nasser 
said he had received from our Ambassador. These points showed the 
President's flexibility on every subject except right of South Vietnamese 
to decide their own future. North Vietnam will not be allowed to take 
over South Vietnam by force. I mentioned our understanding that Nasser 


had contacts in Peking, Moscow and Hanoi although it was our impression 


that Peking would like to see fighting continue. It is important to convince 


Hanoi that Peking's contention that the United States would become 
discouraged and withdraw is wrong. Continued fighting can only lead to 
further suffering of Vietnamese people. 


I expressed gratification that our bilateral relations were improving 
and considered food agreement signed yesterday as godlomen. 


Nasser] 
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In reply, I told him we did not think we could get any agreement with 
Peking. They had stated and restated their views on use of force and 
violence to create world revolution, and they wanted Mao Tse Tung's 
theories proved out in South Vietnam. Peking already attacks Moscow 
for wanting to reach peaceful solution in Vietnam. Facts are plain. 
North Vietnam has attacked South Vietnam just as North Korea attacked 
South Korea. President Johnson wants peaceful settlement but, speaking 
to Nasser as a soldier, I pointed out that bombing pause gave military 
advantage to North Vietnam. In addition, it was impossible to make a 
commitment not to reinforce our troops that are fighting with the South 
Vietnamese against this aggression. 


Pte, 


I pointed out the President 
had madeone-unilaterar gesture and has right to expect those who 
requested halt in bombing to urge Hanoi to react favorably. But I stated 
they do not now have the right to ask for another unilateral action from 
US and then another. This is quite impossible. 
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I pointed out that if Hanoi opted for peace, they could participate in 
Southeast Asian Development Program and perhaps Hanoi can be 
convinced it is to their interest to have source of help other than 
Peking. I underlined again that Hanoi must make some gesture and 
in reply to Nasser's question gave examples of what they might do in 
return. 


Nasser] 


| l explained Governor 
ould report his recommendations and 
perhaps Governor Williams would visit West African capitals. 


I reiterated that I was not hopeful of a change in Peking because of their 
rigidities over the years in relations with US as well as rebuff to our 
recent unilateral initiatives with them. I emphasized need to persuade 
Hanoi that its interests were for peace and they could count upon others 
than China for their reconstruction and development. Hanoi must be 


made to understand that Peking is using North Vietnam for its own purposes. 


I concluded by telling Nasser that the President's sincerity in world 
objectives are proved by his extraordinary achievements on the domestic 
front. 


Comment: In courtesy call on Foreign Minister this morning he said 
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THE WHITE HOUSE 


WASHINGTON 


December 29, 1965 


PRESIDENTIAL DETERMINATION 
No. 66-10 : 
MEMORANDUM FOR THE SECRETARY OF STATE 
Subject: Determination that Sale of Surplus Agricultural Commodities 
to the United Arab Republic is Essential to the National 
Interest 
_In accordance with your recommendation of 17 November, [ hereby 
determine pursuant to Section 107 of the Agricultural Trade 
Development and Assistance Act of 1954, as amended, that itis 
essential to the national interest of the United States to finance 


export sales of surplus agricultural commodities to the United 


Arab Republic under title I of that Act. 
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MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: U.A.R. Reactioh to Resumption 
of U.S. PL-480 Sales 


Ambassador Mostafa Kamel conveyed the official thanks and appre- 
ciation of the U.A.R. to the Secretary on June 23 for the resumption 
of sales of $37 million worth of agricultural commodities under our 
multi-year PL-480 agreement with the U.A.R. Minister of Economy Kaissouni 
expressed tremendous pleasure when informed of the news by Ambassador 
Battle and undertook to convey it at once to President Nasser. 


| 
Following the announcement of additional U.A.R. wheat purchases 

from the USSR, Mexico, and Australia, the U.A.R. press published 

articles critical of elements in the U.S. which opposed sales of food- 

stuffs to the U.A.R. It accused them of trying to starve the Egyptian 

people into submission to U.S. policies. At the same time U.A.R. propa~ 

ganda media hailed the Soviet wheat sale as an open-hearted, disinterested 

gesture devoid of political strings. 


We believe the inconsistency between the officially expressed U.A.R. 
attitude and the reaction of the press reflects momentary irritation 
among high U.A.R. Government officials at the strains imposed by delay 
in resumption of PL-480 sales and their inability to react to it. The 
Soviet Union seized this opportunity to exploit U.A.R. frustrations 
and increase its prestige, The novelty of Soviet wheat sales accounted 
in part for the enthusiastic popular reaction to their disclosure, 
Despite the emotional outburst against U.S. pressure, we believe the 
U.A.R. is genuinely eoucennee about the U.S. attitude toward Soviet 
wheat sales. ; 
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While Soviet wheat sales have resulted in public criticism of the 
U.S., they have helped ease the U.A.R. food supply problem and permit 
more time to consider our next steps with the U.A.R. We agree with 


<= TAT 
GROUP 3 
Downgraded at 12 year intervals; 
not automatically declassified 


SANITIZED mt cpy 
of LYNDON B. JOHNSON LIBR: 


‘ 


puthority Stabe, ota ~8/ MS cf 8°81 
wie, Date Fat SE oe yy 


By tee? 


i! 


Ambassador Battle that we should avoid public comment and adopt a posture 
of dignified detachment. Meanwhile we have informed Ambassador Kamel 

privately that anti-U.S. propaganda could jeopardize any possible future 
arrangements for food sales. 
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Exécutive Secretary 
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DEPARTMENT OF STATE 
Executive Secretariat 


July 1, 1965 
Date 


FOR: Mr. McGeorge Bundy 
The White House 


FROM: Benjamin H. Read 7 “4uceen_ 
Executive Secretary 


For your information and 
. files. 


Enclosures: 


Memorandum of Conversation between 
Amb. Kamel and Phillips Talbot dated 
June 21, 1965, concerning Pres. decision 
to complete PL-480 deliveries. 
GONFIDENTIAL- ATTACHMENT 
CLASSIFICATION 
JUL 2 1965 ati v 
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PARTICIPANTS: H.E. Mostafa Kamel, Ambassador of the U.A.R. 
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“a Memorandum of Conversation 


—gonpzppezray |! | DATE: June 21, 1965 


SUBJECT: Presidential Decision to Complete PL-480 Deliveries; U.A.R. 


Position on ia Postponement of Sadat Visit 


NEA - Phillips Talbot 
NE - Michael Sterner 


‘ 


CAIRO 
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Presidential Decision to Complete PL-480 Deliveries - Mr. Talbot 
explained he had asked the Ambassador to come in to tell him that a few 
hours previously the President had decided to approve issuance of pur- 
chase authorizations for the $37 million remaining under the existing 
PL-480 agreement. The Department of Agriculture would issue the PA's 
as soon as possible, The President's decision would be announced publicly, 
but since we did not know exactly when the actual issuance of the PA's 
could take place, Mr. Talbot was asking the Ambassador to treat the news 
as a matter of confidence between our two governments for a period of 
perhaps a day or two. The plan was to brief the key Congressional leaders 
before the decision was made public. When the President's decision was 
announced publicly it would also be mentioned that the U,A.R.G. has 
assured the U.S.G,. of its undertaking to enter into discussions with the 
U.S.G, on any outstanding differences in connection with the agreement. 
Ambassador Kamel nodded his approval. 


SaA- DW O 


‘The Ambassador expressed his great pleasure at this information, 
and indicated that he would inform Cairo immediately by telegram. He 
asked Mr. Talbot to convey to President Johnson officially the thanks 
of his Government for his "wise and courageous" decision. The Ambassador 
said he considered this as an indication that U.S.-U.A.R. relations were 
returning to normal again. The Ambassador asked that his thanks also 
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be conveyed to Secretary Rusk. He knew how overworked the Secretary 
was and he wanted him to know that he was personally grateful for the 
considerable amount of time the Secretary had devoted to the problem of 
U.S.-U.A.R. relations. The Ambassador also paid tribute to Mr. Talbot's 
efforts, ‘describing him as a wise and farsighted diplomat. The Ambassa- 
dor went on to say he looked forward to frank talks with high-ranking 
Department officers about the future of U.S.-U.A.R. relations. 


U.A.R. Position on the Algerian Coup - The Ambassador said he had 
received a message from Cairo which gave some clue about his Government's 
attitude toward the coup d'etat in Algeria. He wanted to pass this on 
to the Department, particularly to Mr. Ball, who had called him shortly 
after the coup to ask his opinion about this development. The Ambassador 
summarized the U,A.R.G.'s position under four points: (1) the U.A.R.G, 
considered the causes of the coup to have been primarily internal with 
foreign policy considerations playing little if any part; (2) the U.A.R,'s 
relationship with Algeria was based on deener factors than the personal 
relations between two heads of state; (3) nevertheless, the U.A.R. was 
concerned about Ben Bella's fate and had sent Marshal Amer to Algiers 
to request that he be given just and humane treatment; (4) Amer had also 
gone for a first-hand inspection of the general situation. 


Sadat Visit - The Ambassador said he had heard earlier from the 
U.A.R. desk that Sadat had decided to postpone his visit to the U.S. and 
now wished to make the trip in September. The Ambassador personally 
felt that the Sadat visit would be best put off until the beginni 
of the next session of Congress, He thought repair work on U.S.-UTA.R. 
relations would have to continue for the next six months and that™any # 
possible disruptions to a quiet handling of the situation during§ghis 
period should be avoided. : 
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HMORANDUM FOR THE PRESIDENT TS 


Subjecr: Problems Involved in Completion of PL~-480 
Multi-Year Agreement with the U.A.R. 


As I have recommended in an accompanying memorandum, I believe the “= 
time has come to complete delivery of the $37 million worth of agricul- 


tural commodities to the U.A.R. T nake this recommendation despite the 
fact that the U.A.R. has not satisfactorily complied with certain pro- 


visions of the Agreement, particularly regarding rice export levels. 

Rice exports from the U.A,R. were limited by the Agreement. In the 

first year these were nearly 190,000 tons less than would have been 
permissible. In the second, they exceeded the limit by 134,000 tons. 

No limit was agreed upon for the current year but exports are dropping. 
Thus, taken into account a9 a whole, exports do not seem excessive. : 
The U.A.R. has exported rice to Commmist countries but if was not 
prohibited from doing so under the Agreement. It undertook, however, to 
assure that these sales did not increase the availability of such com 
modities to countries unfriendly to the United States. The performance 
of the U-A.R. in meeting its normal (commercial) marketing requirements 
has been behind schedule at times but is being brought up to date. More- 
over, the U.A.R. Government hag confirmed an undertaking to work out with 


us a mutually acceptable resolution of any differences on rice export 


levels or usual marketing requirements. The U.A.R, Ambassador has 
indicated that there would be no objection to making public this under- 
taking in response to possible quertes—from_the press. 
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LIMITED OFFICIAL USE 


MEMORANDUM FOR MR.. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Latest Nasser Statement 
on Vietnan. 


Nasser's most recent statement on Vietnam, made during an 
informal interview with students on November 18, is the most bal- 
anced and helpful he has made so far, Nasser indicated he had 
offered the U.A.Re.'s8 good offices and had held informal contacts 
with the parties involved, But he said the time was not yet ripe 
for mediation. His remarks include this passage: 'When we believe 
that mediation will have a chance to succeed, we shall officially 
agree to mediate and use our good offices. The fact that we are in 
contact with all parties concerned means that we are working for a 
mediation. But the Vietnam problem is very complicated, The Ameri- 
cans have their opinion and conditions. North Vietnam has its 
opinion and conditions. So does China. International conditions are 
delicate and complicated." 


Nasser's remarks are a further indication of the pains he is 
currently taking to avoid actions and policy statements that are 
irritating to the U.S. 


Benjamin H. ne fy 


Executive Secretary 
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—__ SECRET ——~ November 24, 1965 


MEMORANDUM FOR: Mr. Jake Jacobsen 


(also pass to Mr. Moyers) DECLASSIFIED 


Authority 
SUBJECT: PL 480 Negotiation with UAR 


This matter will break publicly soon, since we've already (with 
President's OK) put our new tough proposition to Nasser, and have 
told a large number of key Congressmen. We are also getting re- 
current press queries. 


' So State recommends that, instead of waiting for story to leak, we 
anticipate it by State's putting out Monday a low key oral release 
' saying that the President has authorized us to begin negotiations for 
a new limited PL 480 agreement. The mention of the President is 
‘only because the new aid bill requires him to make a positive deter - 
mination; hence this question would immediately arise if we didn't. 
We would also background on how the proposed new agreement would 
be much shorter and tougher than the old one. 


We'll get flak in any case, but Bundy andl agree there's advantage in 
putting out story ourselves rather than just letting it leak. However, 
we don't want to let State go ahead without checking to see if the 
President has any objection. 


R. W. Komer 
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NOV 16 1965 


MEMORANDUM FOR: The Honorable McGeorge 


Special Assistant to the President 
The White House 


SUBJECT: General. Accounting Office (GAO) Published Report to the 
Congress on Questionable Grant of Corn to the United Arab 
Republic Under Title II, Agricultural Trade Development 


and Assistance Act of 195, (commonly known aa Public 
Law 80). 


The Comptroller General of the United States transmitted to the 
President of the United States on July 16, 1965, a copy of the subject 
named report to the Congress. 


For your information a copy of the Agency's reply to the 


Comptroller General is enclosed. Also enclosed is a copy of the Department 
of State's reply to Mr. Louis W. Hunter of the General Accounting Office. 


757 Feeder E hopin 


Frederic L. Chapin 
Executive Secretary 
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MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


SUBJECT: UAR PL~480 Program 


Since negotiation of a new PL~480 Agreement with 
the UAR has now been approved, it is desirable te move 
ahead with negotiating inatruections. 


Such inatructions are now being drafted and should 
be ready shortly. 


Before commencing actual negotiations on a new 
PL~480 agreement, however, it is necessary, pubdimant 
te lew, to obtein a Presidential determination that 

a sale under Title I is “easential te the netional 
iatevent of the United States". A draft determination, 
together with a covering memorandum from the Acting 
Secretary, is enclosed at Tab A. 


Pending the dispatch of the negotiating instructions, 
we propose to instruct Caire to (1) inform the UAR thet we 
are prepared to enter into a new PL~480 Agreement and to 
outline the scope of the proposed program, and (2) to dis- 
cuss in depth with the authorities there, including Nasser, 
the bread range of US-UAR relationships. A telegram de- 
tailing this twofeld presentation is enclosed for White 
House clearance at Tab B. 


We would also prepese to inform the UAR Embassy here 
of our intentions at the same time that Ambassador Battle 
advises the Government in Cairo. 


DECLASSIFIED 
Authority Stabe 11281 mec[6 8) LAB HE. 
By__ar@__.. NP BS, Date 2-7 ¥-F/ Benjamin H. Read 
: Executive Secretary 


Enclosures: 
As stated. 
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MEMORANDUM FOR THE PRESIDENT 
Subject: Prasidential Determination for 


Pablic Law 480 Title I Bales to 
the U.A.E. 


| That you sign the enclosed determination that Pabiic 
i Law 480 Title I sales to the U.A.R. are essential to the 
natiqnal interest ef the Gaited Srates. 


Section 107 of the Agricultural frade Development and 
| Assistance Act of 1954, as amended, states that ne sale under 
title 1 af that Act shall be made to the Gaited Arab Republic 
i unleas the Prasident detexninea thet such saie ig esaential to 
i tha national interest of the Gaited States. fhe enclosed draft 
; mansrandum is designed te recerd such determination. 
} 


fa/ GEORGE W. BALL 


icra 
Erramae 


j Acting 
DECLASSIFIED 
| Enclesuret Authority State '-12-8/) NSC g-8) 
: NARS IV-F4 
| Draft Betermination. By__aage——, NARS, Date 
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THE WHITE HOUSE 
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November , 1965 


PRESTDENTIAL DETEAMINATYCN 
Memoxendum for the Secretary of State 


Subject: Determination that Sale ef Surplus Agricultural Commodities 


to the United Avab Republic ia Eeasential to the Baticnal Interest, 


In accordance with your recommendation, I heveby determine pursuant 


to Section 107 of the Agricultural Siade Development and Aseietance Act 


of 1954, ag amended, thet i¢ ip essential ta the national interest of the 


United States to finance expert salee of surplus agricultural commodities 
to the United Arab Republic under title i of that Act. 
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\ NOV 16 1965 


MEMORANDUM FOR: The Honorable McGeorge Bundy 


Special Assistant to the President 
The White House 


SUBJECT : General Accounting Office (GAO) Published Report to the 


Congress on Questionable Grant of Corn to the United Arab 
Republic Under Title II, Agricultural Trade Development 


and Assistance Act of 1954, (commonly known as Public 
Law 80). 


The Comptroller General of the United States transmitted to the 


President of the United States on July 16, 1965, a copy of the subject 
named report to the Congress. 


For your information a copy of the Agency's reply to the 
Comptroller General is enclosed. Also enclosed is a copy of the Department 
of State's reply to Mr. Louis W. Hunter of the General Accounting Office. 


-—T_ 
Fide d, des 
Frederic L. Chapin 
Executive Secretary 


Enclosures: a/s 
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Dear Mr. Hunter's u 
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We appreciate the opportunity afforded to coment on the ‘ 
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final roport to the Congress of the United States on "Quostionable 
Grant of Corn to the United Arab Republic." 


The Dopartment of State continues to disagree with the alloga= 
tion contained in the G.A.0.'s roport that thore was no corn crop 
failure in the U.A.R. in tho fall of 1961, The G.A.0.'s conclu~ 
oion was based upon Egyptian statistics that became available 
in November 1962, The roport also states that the G.A.0. had 
seon no evidences that the Embassy had verified the reports 


of crop damage. 
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. Despatches from our Embassy at Cairo from October 1961 
throuph January 1962 estimated that the corn crop would be down 

| by about 25 por cent. Tho statistics released by the Ministry 
of Agriculture in November 1962 which reported a good crop were 
not accopted as accurate by our Embassy. The Enbassy's opinion 
was supported by the knowledge that the U.A.R. had mado massive 
imports of a now American insecticide in August 1961 to combat 
the cotton leaf worm, which also attacked the corn crop. Farthor, 
the Agricultural Attachd verified by actual inspection that the 
cotton loaf worm was also causing extensive damigea to the corn 
crop. This vorification was delivered verbally at Embassy staff 

i mootings, Finally, Embassy officors had observed many of the ie 

corn fiolds in the Cairo and Giza governorates that had boon —~F 

| badly damagod by abnormally high flood waters. It 1a diffiewlt 

to understand the G.A.0,.'s reliance upon a single sot of 

statistios whon reliable evidence available to the Embassy in ss oe 
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te the fall of 1961 indicated that there would indéed be a crop 
| failure, ; 
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Assistant Director, eee i 
International Operations Division, ; ar : 
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Ib le true that ngyroximately 83,000 tonsa of Tithe LY cora 
were colu nt the covornorsaty Lovell in ths UW... The agelowitural 
rads in Gute has certified thal, to balence these bales, os 
enavalent emount of Title L corn wor dhLotoituted frou ty neath 

Tae disbrilustion wes aorotulty eoutrolied by ths gana 
fod in distrlioting Title IE corn, Sligivle realploxts 
Mod coupons, whieh identificd in aratte She source of 

COUR. : 
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Tnagay auditors curried ont in sie governorates a dotatled | 
mele, covoriny 33 por cont of the corn what fuvl Geon sold. This 
audit confirnad the Lerloultural Bankts vertifleation to the 
satisfaction of our Embassy, a 
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OGT 2 9 1955 


The Actlug Comptroller General 


ov the United States 


fear Mr, Weitzel: 


Thenk you for sending us tovles of your report to the Congress 


cubibled "Cusstionnble Grant of Corn to the United Arnb Republic Under Title II, 


Agrioulbural Prode Devolopucas ond Assistance Act of 1954, (Conmonly known 


ao Public Lev héo}." 


Your lctter transultting the report to the Congress expresses 
the opinion thet “...forolen policy considerations wera the underlying 


reasons Tor the cronk of corn to the United Areb Remibliie and the reasons 
for the failure of rinpensible agency officials to adequately verify the 


need for Title IT coco lites before asproving tho prent of corn.” 


Ve Doli oo: tans our cossonts ent those of the Department of State, 


subiltted on thin anessce of the vontts of your report, are not fully 
4 


reflected in the fianl report. We wish to reatflym our position that there 
was adacminte justivicatlon, based on positive Indications of crop failure, 
for providing Title IT aserecoey assistonee to the United Arab Republic. 


We fully coneur In the Deoarinect of Steba comients on this subject in 
Roverta to 


their reply of September 3, 19095, from Mr. Ralpn 
My. Louis W. Iamter of your office. 


The report and your trenomittal letter refer to a gubsequent 


ifasion owllt which "...dtaclosed that over €0,000 tons of corn had bean 


gold." This gtabcacnt leaves an errongous imoression. 


She iineton oudit 


piso dixciogel that the Title IT corm ves sold prior to the completion of 


plous f:v ite €rce distribution, and during a period when there was a 


shorto,.» ef aorn ourchascd under the Title I proprem for sale commercially. 
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‘~ob Republic under Title I. This corn wag distributed free to 
Oy vccaeng ln accordance with che terme of the Title ID Urcennier 


2b 2 TL corn vas replaced later with idenbiceal corn purchased by the 


Ne 


In khoopiug with our usual practice, copies of this letter are 
iin nem’ to the Peestdcant of the United Ototes, the President of the 


Genabe, and the Speaker of the House of Representatives. . 


' Sincerely yours rae 


' 


‘ ‘ 


f8/ Davia R017 
David E. Bell 
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DEPARTMEN?1 OF STATE 
EXECUTIVE SECRETARIAT 


November 11, 1965 


TO: Mr. Bromley Smith 
The White ake ay 

FROM: Benjamin He Read 
Executive Secretary 


Enclosed is a list of 
Congressmen and Senators, with quotes, 
who have made statements over the past 
year on PL-480 to the UAR. 


Enclosure: 


As stated. 
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Bovember 11, 1965 S 
TO: Mr. Bromley Saith 
The White House 


FROM: Benjemin H. Read 
Executive Secretary 


Enclosed ie a list of 
Congressmen and Senators, with quotes, 
who have made statemente over the past 
year on PL~480 to the UAR. 


Raclosure: 
As stated. 


$/S-S:LSEagl eburger :mak 


NAME STATAMENT 


a DATE 
(all floor quotes) 
Duncan “yoice alarm ...not only food, but our... 
(Tenn. ) prestige and security, that is being doled 
out to an unfriendly dictator" 7/13/65 
Javits “ UAR is receiving US surplus wheat at bargain 
(NY) prices and then selling their rice to Communist 
countries.* 7/1/65 
Gruening " The State Dept is again up to its game of 
(Alaska) | appeasing Egypt's dictator..." 6/23/65 
Gruening ‘ advocated legislation to "“forbid"any typeof 
(Alaska) ‘aid to Egypt and Indonesia "so long as they 
continue to commit aggression “* 7/30/65 
bedd "I believe it is a tragic mistake to give thia 
(Conn. ) aid to Nasser without conditions of any kind," 7/8/65 
Halpern "Yemen mase murders subsidized by our economic 
(NY) assistance." 7/8/65 
Langen “Does the national interest call for us to give | 
(Minn) aid to a country that professes lasting friend- \ 
ship with Communist bloc nations?" 1/8/65 
\ 
Symington he 
(Mo.) Against any PL 480. Wants to arm Israel 11/9/65 
Hickenlooper rn 
(Iowa) on agreement -- thinks year too long. Wants 


3 months. Seeretary is committed to let him 
know before final action is taken. 
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NAME STATEMENT 

Mans field Appreciate position of Admibistration 
Dirksen - (same) 

Albert (game) 

Arends (same) 

jeegen (Same) 

Adair (same) 

Fulbright (same) | 

Bolton agreed 


NOTE** Secretary saw Mansfield, Dirksen, Albert, ARends, Morgan, Adair 
and Pulbright on May 11; Ambassador MacArthur followed up on June 2/3 


AGAINST 
Cgman Horton Strongly believes American aid should 
(NY) not be continued to Nasser . 


Cgman Rumsfeld "Nasser has not proved reliable in the 


Mayull/dune 3 


May li/ June 2 


DATE 


May 11/June 2** 
May 11/dJune 2 


May Yygune 2 


May 11/June 2** 
May 11/June 22* 


June 2 


4/1/65 


(1i1.) past and cennot be counted upon today 
to promote peace and amity among nations" 6/29/65 
Cgman Ryan "Let us recognize once and for all, that 
(NY) Nasser aims oy to dominate the Middle East 
and that his goals have nothing in common 
with America's," 6/30/65 
Farbstein subdued and very friendly during presenta~ 
(NY) tion on US-UAR relations by Ambassador 
Battle 9/29/65 
Gross gx hostile (Foreign Relations cute) 2/17/65 
(Iowa) 


Passman (La,) hostile (Cmte on Appropriations) 


4/28/65 


STATEMENT DATE 


Cgman Multer another attempt to use the GAO corn case 


to point up the “follies” of continuing 
PL 480 assistance to the UAR. 
(statement before House) 8/11/65 


(NY) 
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; Subject: Congressional Attitude Toward PL 480 to the UAR 


_P | Following is report from State Department's Congressional Relations 
| 4 | Office: ; 
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eign Relations Committee October 13 tes <a ra = 
ae(on w possible€PL 480$ for the UAR. Of those present 
only Senator Hickenlooper expressed opposition and his opposition was in 


terms of the one year program. He proposed a shorter period. 


Y g 
pa Secretary rietedffiouse Members ee October 12. ikaw Ls , 
Witer-the-SeexetaHiet raised the subject of the PL 480 to the UAR no one, 


including Congressman Multer, spoke up against it. 


Wore i Come — 


add ons message marvin watson of pl480° 7. UAR _/ 


pp Quotations and summaries of speeches made on the floor, 


at 


Gp duncan yt "voices alarm ...not only food, but our... 
Ctenn.) prestige and security, that is being doled 
out to an unfriendly dictator" 4@e—— CC 7/13/65 


Dp ae "  UAR is receiving US surplus wheat at bargain 
(NY) prices and then selling their rice to Communist 
countries. "Le 7/1/65 
: YP Gruenin ‘a The State Dept is again up to its game of 
Alaska) appeasing Egypt's dictator..." <4. Sss—SFSS/23/65 


am) Gruenin Pia aees legislation to "“forbid"any typebt 
( (Alaska) aid to Egypt and Indonesia "so long as they 
continue to commit aggression "€<———————_____.7/30/65 


“p voaa Fae believe it is a tragic mistake to give this | 
A€onn.) aid to Nasser without conditions of any kind."< 7/8/65 


‘]P Halpern "Yemen mass murders subsidized by our economic 
' ay — assistance, "¢.———______________ __- 7/8/65 


~ eee? "Does the national interest call for us to give 
Citi) aid to a country that professes lasting friend- 
ship with Communist bloc nations?" <_ . 71/8/65 


~p Symington 
(Ali.)-——> Against any PL 480. Wants to arm Israel, @—————-11/9/65 


p Hickenloo er 
“(owa) >on agreement -- thinks year too long. Wants 
3 months. Secretany_is commitied—te term 
i j J - £4 } i . : " 1 
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NAME STATEMENT DATE 
Mansfield Appreciate position of Admanmiéstration May 11/June 2 
Dirksen (same) May 11/June 2 
Albert (same) May Vivune 2 

Arends (same) Mayull/June 3 

Morgan (Same) May 11/ June 2 

Adair (same) May 11/dune 2% 
Fulbright (same) May 1ll/June 25 
Bolton agreed June 2 


“[ Conquer AGAINST PLUKO & UsUAR 7 
eee Horton) _/7] Strongly believes American aid should 4/1/65 
C(NY) not be continued to Nasser ener. 
Bune fel Nasser has not proved reliable in the 
(I11.) past and cannot be counted upon today 


to promote peace and amity among nations"<-6/29/65 


Goan Ryan "Let us recognize once and for all, that 
C(NY) Nasser aims ody to dominate the Middle East 
and that his goals have nothing in common 
with America's." 6/30/65 
4 rarbstein Very friendly during presenta- 
NY) tion on US-UAR relations by Ambassador 


Battle &— 9/29/65 


P cross ee Hostile 
Iowa) 


Pp Passman (La.)—> Hostile iA 


2/17/65 


4/28/65 


ome tulter, __>y Rother attempt to use the GAO corn case 
NY) 


to point up the "follies" of continuing 


PL 480 assistance to the UAR. 
z SS 9/11/65 
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FROM: BROMLEY SMITH 
TO 3 MARVIN WATSON 
CITE: WH50441 


UNCLAS 
SUBJECT: CONGRESSIONAL ATTITUDE TOWARD PL 480 To THE UAR~ 


FOLLOWING IS REPORT FROM STATE DEPARTMENT'S CONGRESSIONAL 
RELATIONS OFFICEs 


SECRETARY RUSK BRIEFED THE SENATE FOREIGN RELATIONS COMMITTEE 
OCTOBER 15 ON POSSIBLE PL 480 FOR THE UAR. OF THOSE PRESENT 
ONLY SENATOR HICKENLOOPER EXPRESSED OPPOSITION AND HIS 
OPPOSITION WAS IN TERMS OF THE ONE YEAR PROGRAM. HE PROPOSED 
A SHORTER PERIOD. 


SECRETARY RUSK BRIEFED 80 HOUSE MEMBES ON OCTOBER 12. WHEN HE 
RAISED THE SUBJECT OF THE PL 480 TO THE UAR NO ONE, INCLUDING 
CONGRESSMAN MULTER, SPOKE UP AGAINST IT. 


QUOTATIONS AND SUMMARIES OF SPEECHES MADE ON THE FLOOR. 


DUNCAN "VOICES ALARM ..-NOT ONLY FOOD, BUT OUR,.. PRESTIGE AND 
C(TENN.) SECURITY, THAT IS BEING DOLED OUT TO AN UNFRIENDLY 
DICTATOR” 7/13/65 


JAVITS “UAR IS RECEIVING US SURPLUS WHEAT AT BARGAIN PRICES 
(NY) AND THEN SELLING THEIR RICE TO COMMUNIST COUNTRIES.” 
- 1/1/65 


GRUENING “THE STATE DEPT IS AGAIN UP TO ITS GAME OF APPEASING 
C ALASKA) EGYPT'S DICTATOR...” 6/25/65 


GRUENING ADVOCATED LEGISLATION TO “FORBID” ANY TYPE OF AID 
C ALASKA) TO EGYPT AND INDONESIA “SO LONG AS THEY CONTINUE TO 
—"s COMMIT AGGRESSION” 7/30/65 


DODD "I BELIEVE IT IS A TRAGIC MISTAKE TO GIVE THIS AID TO 
( CONN.) NASSER WITHOUT CONDITIONS OF ANY KIND.” 7/8/65 


HALPERN “YEMEN MASS MURDERS SUBSIDIZED BY OUR ECONOMIC ASSISTANCE.” 
NYT 1/8/65 


LANGEN “DOES THE NATIONAL INTEREST CALL FOR US TO GIVE AID TO 
CMINND A COUNTRY THAT PROFESSES LASTING FRIENDSHIP WITH COMMUNIST 
a BLOC NATIONS?" 7/8/65 


et eid AGAINST ANY PL 480. WANTS TO ARM ISRAEL. 11/9/65 
(MO. 


QUOTATIONS AND SUMMARIES OF SPEECHES MADE ON THE FLOOR. 


DUNCAN "VOICES ALARM ...NOT ONLY FOOD, BUT OUR,.. PRESTIGE AND 
CTENN.) SECURITY, THAT IS BEING DOLED OUT TO AN UNFRIENDLY 
DICTATOR” 7/13/65 


JAYLIS "UAR IS RECEIVING US SURPLUS WHEAT AT BARGAIN PRICES 
(NY) AND en SELLING THEIR RICE TO COMMUNIST COUNTRIES.” 
T/1/6 


GRUENING "THE STATE DEPT IS AGAIN UP TO ITS GAME OF APPEASING 
CALASKA) EGYPT'S DICTATOR...” 6/23/65 


GRUENING ADVOCATED LEGISLATION TO "FORBID" ANY TYPE OF AID 
C ALASKA) TO EGYPT AND INDONESIA "SO LONG AS THEY CONTINUE TO 
=: COMMIT AGGRESSION” 7/30/65 


DODD "I BELIEVE IT IS A TRAGIC MISTAKE TO GIVE THIS AID TO 
L ( CONN.) NASSER WITHOUT CONDITIONS OF ANY KIND.” 7/8/65 


HALPERN “YEMEN MASS MURDERS SUBSIDIZED BY OUR ECONOMIC ASSISTANCE," 
CNYD 7/8/65 


LANGEN “DOES THE NATIONAL INTEREST CALL FOR US TO GIVE AID TO 
(MINN) A COUNTRY THAT PROFESSES LASTING FRIENDSHIP WITH COMMUNIST 
BLOC NATIONS?™ 7/8/65 


SYMINTON AGAINST ANY PL 480. WANTS TO ARM ISRAEL. 11/9/65 


F C40.) 
HILCKENLOOPER ON AGREEMENT -- THINKS YEAR TOO LONG. WANTS 3 
(TOWA) MONTHS, 
CONGRESSM 480 TO THE UAR 
a) 
NAME STATEMENT DATE 
MANSFIELD APPRECEIATE POSITION OF ADMINISTRATION MAY 11/JUNE 2 
DIRKSEN (SAME) MAY 11/JUNE 2 
ALBERT ( SAME) MAY 11/JUNE 2 
ARENDS (SAME) MAY 11/JUNE 3 
| MORGAN (SAME) MAY 11/ JUNE 2 
rt ADAIR (SAME) MAY LI/JUNE 2 
5 FULBRIGHT (SAME) MAY 11/JUNE 2 
BOLTON AGREED JUNE 2 


CONGRESSMEN AGAINST PL 480 TO THE UAR 
HORTON STRONGLY BELIEVES AMERICAN AID SHOULD NOT BE CONTINUED 


| 
' (NY) TO NASSER. 4/1/65 

| RUMSFELD § “NASSER HAS NOT PROVED RELIABLE IN THE PAST AND CANNOT 
CILL.) BE COUNTED UPON TODAY TO PROMOTE PEACE AND AMITY 


AMONG NATIONS” 6/29/65 
: RYAN “LET US RECONGIZE ONCE AND FOR ALL, THAT NASSER AIMS ONLY 
CNY) TO DOMINATE THE MIDDLE EAST AND THAT HIS GOALS HAVE 
NOTHING IN COMMON WITH AMERICA'S.” 6/30/65 


FARBSTEIN VERY FRIENDLY DURING PRESENTATION ON US-UAR RELATTIONS 


| akon BY AMBASSADOR BATTLE. 9/29/65 

| GROSS HOSTILE. 2/17/65 

7 ( 10WaD 
MULTER ANOTHER ATTEMPT TO USE THE GAO CORN CASE TO POINT 
CNY UP THE "FOLLIES" OF CONTINUING PL 480 ASSISTANCE TO 


j | 
; i THE UAR. 8/11/65 
i | PASSMQN (LA.) HOSTILE. 4/28/65 
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_-— SHGRET——_ November 8, 1965 
Monday/2:30 pm 


| 
| 
MEMORANDUM FOR THE PRESIDENT 
| 
| 


Food for the UAR. Rusk's new package 
seems to meet the criteria you gave him at 
the ranch. In fact, it is tough enough that | 
4 Nasser may insist on arguing about it, even 
| though our Embassy says he's by now almost 
5 desperate enough to grasp at any straw. 
It is also tough enough (far less than the | 

UAR asked, or than we've previously given) 
to be politically defensible here. If it works, 

we can point to the lower quantities, tougher 
terms, dollar returns, and rice for Vietnam, 


Since State/AID now seem to be. talking 
the right tune, we recommend you go ahead. 
It's possible to design an even tougher package 
(e.g. six months! instead of a year) but doubt | 

| 


that we could hang on it such conditions as free 
rice for Vietnam. 


R. W. Komer 


Y ypind h LCG AM in 


McG, Bundy 
Heer thuuds a ee eee DECLASSINIED 
if Authority S@Z. Lee WoL 2F 
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| By_c.gl_, NARS, Date H/4- 72. 
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November 8, 1965 


MEMORANDUM FOR THE PRESIDENT 


Subject: PL 480 Program for the U.A.R. 


Recommendation: 


In accordance with our recent discussion, we have worked up 
a PL 480 package providing for (a) sale of wheat and other 
commodities to, the UAR. partly for dollars(and partly for 
Egyptian pounds) (b) an option for the United States to purchase 
rice from the UiA.R. for Egyptian pounds, and (c) increased 
commercial purchases of food by the U.A.R. from the United States. 
While designed as a one-year program, it will be reviewed in six 
months and may be terminated by us at any time. We recommend 
that you determine this program to be in our national interest 
and that you approve its negotiation with the U.A.R. 


Approve: 


Disapprove: 


Discussion: 


The proposed program serves U.A.R. interests by providing 
wheat and other needed commodities on better terms than it could 
obtain elsewhere. The program also contains as many features which 
serve United States interests as we feel we can negotiate without 
nullifying the political benefits we seek. Since the U.A.R. must 
make some arrangements for its 1966 food supply almost immediately, 
we should negotiate this PL 480 program promptly. 


The U.A.R. 


_SHERET 


DECLASSIFIED 
Authority State, I-1a- 81) NSe [ 8-38! 


By 4a __., NARS, Date_9-29-87/ 
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The U.A.R. has requested that we sell them some $300 million 
worth of wheat and other commodities all under Title I. The 
proposed program offers only $109.5 million of commodities (down 
from $145 million last year) and includes the following features 
designed to serve United States interests: (1) 25% of the program 
will be Title IV sales for dollars as the first stage of an 
increasing emphasis on Title IV for the U.A.R. and for a number 
of other countries; (2) the U.A.R. will be expected to make 
substantial commercial purchases of agricultural commodities from 
the United States; (3) The United States obtains an option to 
purchase 100,000 tons of UAR rice from A.I.D. programs with payment 
in excess United States-held Egyptian pounds; (4) the United States 
can use United States-held Egyptian pounds for payment of Suez 
Canal tolls for United States Government ships, for partial payment 
of ocean freight costs of Title III shipments, for sales to United 
States tourists, and for other purposes favorable to our balance 


of payments; and (5) the U.A.R. agrees to continue to restrict 
the acreage on which it plants cotton. 


USDA and A.I.D. agree that the proposed program serves our 
interests. 


rer husk, 


Dean Rusk 
Enclosure: 


Proposed PL 480 Program for the U.A.R. 


PROPOSED PL 480 PROGRAM FOR THE U.A.R. 


I. COMPOSITION 


The total dollar value of the program, including ocean freight costs, 
is approximately $112,500,000, The quantities in the program are calculated 
on the basis of one calendar year's requirements and the agreement will 
provide that shipments be made by December 31, 1966. The program will be 
split on the ratio of 75% sales under Title I and 25% sales under Title IV. 
The J.A.R. must understand that this ratio is for one year only and in 
following years, if there are new agreements, the Title IV percentage will 
increase by 25% a year, It will be explained that this increasing emphasis 
on Title IV is not being applied to the J.A.R, alone, but will have application 
to a number of other countries as well, 


In addition, the U.A.R. will give the J.8.G. an option to purchase 
100,000 tons of rice, such purchase to be paid for in U.S.-Uses Egyptian 
pounds and to be exercised, if at all, by June 30, 1966. This purchase is 
to be made without using A.I.D, appropriated dollars, through a waiver of 
Section 1415 of the Supplemental Appropriations Act, 1953. 
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The proposed commodity composition, based on best present estimates of 
U.A.R. requirements and expected U.S, availabilities would be: 


Commodity Quantity Export Mkt, Value 
(MT) (millions) 
Wheat 1,500,000 $37.2 
Tobacco 7,000 9.2 
Edible Veg. Oils 40,000 12.5 
Poultry 1,000 6 
$109.5 * 


i per cent of ocean freight for Title IV commodities; an 
estimated $3 million 


| 
| 
| 
| 
| 
i 
i 
i 
| 
| * To this figure must be added funds necessary to cover 50 
| Distribution under the Title I-Title IV mix would be: 


Under Title I 
a Wheat $59.8 million 
i Tobacco 9.2 
& Edible Oils 12.5 
Poultry 26 
i Total $82.1 
i Under 
-" DECLASSIFIED 


Authority State -ia- 81) wse [8-3/ 


By. aa: oe NARS, Dato PAF GL 
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Under Title IV 


Wheat $27.4 million 


Purchase authorizations (PA's) under the above breakdown would be 
issued as follows; 


1. PA's would be issued quarterly, based on quarterly requirements 
and would allow for normal contracting and delivery dates, 


2. No PA's for Title I wheat would be issued until the U.A.R, 
had purchased all of the Title IV wheat. 


3. PA's will not be issued with authorized shipping dates later 
than December 31, 1966. 


Both Title I and IV components would be reviewed after six months with 
a view to adjustment taking into account: 


a, Overall climate of U.S.-U,4.R. relations. 

b, Compliance with terms of the agreement. 

c, Projected U.A,R, requirements. 
II, SPECIAL REQUIREMENTS 

A. USUAL MARKETINGS AND COMMERCIAL PURCHASES 

The J.A,R.G, will be required to make the following minimum 
commercial purchases during FY-1966 and FY-1967, since the year's 
requirements are based on estimated needs during calendar year 1966 but 


deliveries will take place during two fiscal years: 


FY 1966 FY 1967 


MIs MIT's 
Wheat 450,000 500,000 
Edible Vegetable Oils and/or tallow 17,500 20,000 
Tobacco 7,000 7,000 
Poultry 2,000 2,000 


During negotiations, it will be made clear to the J.A,R, that we 
expect it to maximize its commercial purchases of agricultural commodities 
in the J.S., not only those necessary to satisfy usual marketing requirements, 
but also commodities not covered under PL 480, CCC credits and barter 
arrangements may be utilized. Specifically the J.A.R, should purchase at 
least 1,500 tons of tobacco and 1,000 tons of poultry from the US, The 


U.A.R, 
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U.A.R. should also purchase 25% of its commercial wheat requirements from 
the U.S. We will expect the U.A.R. to have purchased 62,500 tons of wheat 
from the U.S. by June 30, 1966 which will cover approximately 25% of its 
commercial needs for the last half of CY 1966. 


It will also be made clear to the U.A.R. during negotiations that the 
U.A.R.'s record of commercial purchases from the U.S, will be an important 
factor in determining the U.8,G. attitude at the semi-annual review. It 


will also affect our attitude with respect to any future PL 480 sales to the 
U.A, Re 


B, RICE EXPORT LIMITATIONS 


The agreement will contain standard language restricting the 
WAR from (a) increasing exports of rice or commodities like those 
provided under PL 480 beyond acceptable levels and (b) increasing exports 
of these commodities to nations unfriendly to the United States, 


The provisions regarding exports to unfriendly countries are 
identical to those contained in the previous three year agreement, They 
are less specific as to quantity but nonetheless consistent with the spirit 
of current practice in the negotiation of such agreements with other nations. 
The provisions regarding overall exports are less specific than those contained 
in the previous agreement. We believe, however, that, in political terms, 
these are the strongest conditions we can negotiate. 


C. COTTON ACREAGE LIMITATION 


The agreement would stipulate that actual acreage planted to 
U.A.R» cotton would not increase above present acreage. 


D. COMPLIANCE WITH PREVIOUS AGREEMENTS 


If, prior to the signing of any new agreement, the U,A.R. has not 
satisfactorily complied with the requirements of earlier agreements, the 
U.A.R, would be informed that no PA*s could be issued under the new agreement 
pending full U.A.R. compliance with past requirements, 


E. SUEZ CANAL TOLLS 


There would be a clause in the agreement, satisfactory to the U.S. 
and the U.A.R.: , which would make it possible for the U.S. to use proceeds 
accruing from former PL 480 programs for payment of Suez Canal tolls for 
U.8.G.. shipping. 


F. USE OF 
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F. USE OF LOCAL CURRENCY FOR PARTIAL PAYMENT OF TITLE III SHIPMENTS 


The U.A.R, would agree to the use of local currency in payment of 
U.8.G. costs to shipping companies willing to accept partial payment in local 
currency for costs of transporting Title III commodities to the U.A.R, 


G. CEILING ON CONVERSION OF POUNDS 


The USG will agree to limit to $2,000,000 its use of Egyptian pounds 


during CY 1966 for Suez Canal Tolls, Title III shipment costs or other 104{(s) 
or () uses. 


IIT. TERMS 


| A. Title I: 


Under the Title I portion of the agreement the distribution of 
local currency pyoceeds would be 20 percent U.S. Uses, 5 per cent 104(e) 
Cooley, 75 percent 104(g). The U.S. Uses portion would contain provisions 
for such 104(a), (b), (d), (£) and (h) through (t) purposes as required. 


vious Arena: 


Interest rates for loans under 104 (g) would be that of Treasury 
borrowing. 


B. Title IV: 


Under the Title IV portion of the agreement terms would be 20 years, 
2 years grace period, no down payment, 2 1/2 percent interest. 


November 6, 1965 


Tae for tee DAN. Rusk's new package 
seems te meet the criteria you gave him at 
the ranch. In fact, it is tough enough that 
Nasser may insiat on arguing about it, even 
though our Embsesy says he's by now almost 
desperate encugh to grarp at any straw. 


is ia also tough enough (far lees than the 
UAR asked, or than we've previously. 
to be politically defensible here. if it works, 
we can point to the lower quantities, tougher 
terms, dollat returns, and rice for Vietnam. 


Since State/ AID now seem to be talking 
the right tune, we recommend you go ahead. 
It's possible to design an even tougher package 
(e.g. sin months’ instend of a year) but doubt 
that we could hang on ft euch conditions as free 


rice for Vietnam. 
‘R. W. Komer 
McG. Bundy 
—S2QR5T 
DECLASSIFIED 
Authority S22. kb. Ll b- DE 
By_acg“_, NARS, Date </6- 77 


Attach. Rusk Memo to the President, PL 430 Program 
for the BAR 11/8/65 
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vebiacn: FL G8 Progean for the 0.4.8. 


In accdedemee vith our recent digenaaion, we Bave varked wp 

' o Wi 485 peckage prewidiag fox {a} saio af weet and other 

cmmmoticies to the UA. partly fox dellere end partiy for 

Sgyptian pounds, (>) om option fox the Salted States te perchant 

vies from the U.ik. Eor Egpyptien pooede, wed (c) hocreawed 

commercial gurckeens of foad by the U.A.8. from the Gunite States. 

Walle dextened as « ca-genr program, it will be reviews? in six 

' months and aay be ternimeced by ue at any Clee. e recomend 

| thet you determine this pregres te be ta our aatianal interest 
aud that you apgnowa ite wegetiatien with the 7.4.28. 


Approves 


Sieeperere: 


The precoesd pregrea server 5.4.8. interests by providing 
wnnat wed ether aneded covendiiies on better texne then it could 
obtain alaewhers. The progres alec cootains an many features whieh 

serve Urited Stutec interests ac we feel ve cam aagetiate either - 
onilitying the selitics! pemefita <a eeek,. Face the U.4.8. see - 
ane poy errengeeente for ite 1966 food supply «ieeet Seatac, 
oe stowld wagutiate thie fi. 465 eregram promptly. 


eye! Ta Wu 


why ae t-la- “Sl nse [2-2 The UAE. | 


| ae G-1¥-81, 


S P MATS, Date. 
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Swe Uaisk» has reuuestwd that we gell then seo 63.50 wi lidea 
weEth Of whet and other soomdities all wader Title f. The 
propoced pregrem efieres only $109.5 wlilieon of sameedictiee ideue 
from 3143 milliew Last yeor) ond tacludes the following features 
designed to sarwe United States intereete: (1) (5% af the srogran 
will Oe Tithe T¥ ealee for deliers an the Itret stage of on 
fenvessing eaphanic oa Ticle FV fer the UAL. end foc a vader 
ef other vowmmrrien; (1) the U.A.8. stl be eepected to mike 
subatentiol cammercial purebsess of agricultreral cesendities from 
thy Gntoed States: (3) Teo United tcotes sbteine on sotier te 
gurgheae 1,0) tame of GAk riee free 5,103, oragrens vith payewae 
ja extess United Ceaten-beld fggetian mouade: (4) the Geised dhates 
cm wee United jracpexteld Egyetian pwea@e for payment of dues 
Genel tells fer Unlind Sxetes Geverwemt: eiice, fer sartial peyeenr 
ok oeeen tveight coste ef Title Lit shimemes, for sales ta Onited 
Stetes tourlete, aad fer ether corposge feverable te aur balance 
af payments; om) (3) the 0.4.4. ogyeer ie contin bo savtrict 
the aetenge on “hieh 1¢ plante settom. 


CDA atl AL... agree thet the crepesed oregras serves our 
fotevesia, 


PNG go oe 
eee Heh, 


See losera: 
Proposed FL 407 Mreeren far the UA. 
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PROPOSED i. 400 PROGRAM FOR THE W,4. 5. 


i. OOMPOST TLR 


The total dollar value of the program, fucleding ocean freight costes, 
ia approminately $114 ,500,009, The quantities ia the progeam are cvlculated 
on the bagie of om calendar year's coqnirenenta ind the agreement wilt 
provide that shipments be wale by Wneember 31, 1966. The pimgren will be 
#plie on the ratio of 75% sales wader Title I and 29% salee ender Title IV. 
The U.4.R. muct understand chat this retie is fer ow year oaly and ia 
following yeera, if there ove aew agreements, the Title IV percentage will 
iacrenee by 25% a your, It will be explained that thie imereesing euphasis 
on Title IV te set being applied to the U.A.R. slam, but will bave application 
te a number of other countries sa well. 


ia addition, the U.A.R. will give che 5.%.G, am option te purchase 
100,006 tons of rice, suck gurehaae te be paid for im U.5.-Sees igyptian 
pounds aad to be exereiead, if at all, by Jum Mi, 1366. This purchace is 
to te made without weing 4.1.5. appropriated dollaes, through a waiver of 
Section 1415 of the Supplemental appropriations dee, 1955. 


The comandixy compucition, based on best present cxetimsres of 
3.4.2, wepsitenets end expected 0.5. availabilities wuld be: 


Commodi ty "aeaneS ey Raport Met. Va 
Ger} (editions) = 
vheat 4, 300,60 $87.2 
Tebeceo 7 ,@39 9,2 
Edible Veg. Oils #9, 006 12.5 
Poultry tooo ssonaneat 
$109.5 * 


* to this figure auat be added fuads eacassery to cover 50 
por cont of aceen freight fer Title IV commodities; on, 


eetimated $3 wiilion 
Biatribution wider the Title i-Ticle IV aixz would be: 


Uader Title x 
Vieat $59.8 miliion 
tdable Gils 412.3 
Poultry & 
Total 962.1 
hasta? Yoder 


piscina te Nse (3: 8] 
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Purchase tutherizerions (Bt '«) under the above breakdown would be 
issued as fl Lows: 


i. Pa's would be iseued cuarterly, based oe quarterly reqal resents 
and wuld allew for serssl comtracting and delivery dates. 


2. Bo M's for Title I wheat wrald be tesved until the 0.4.5. 
had purchased 211 of the Tithe IV wheat. 


3. Bate will net be igeued with authorieed shipping dates later 
than December 31, 1966. 


Both Title I ani IV components wuld be review:d after six mothe with 
a view te adjueteant taking iste account: 


a. Overall cligsze of U.5,-U.6.8. relations. 
>. Compliesce with teame of the agreement. 
¢,. Projected U.A.R. wequi pemates. 
Ri. SPECIAL BRQOEREORNTS 
A. USUAL MARERTINGS AMD COMMERCIAL PORCHASES 
The U.A.R.G. will be required te athe the followiag minious 
commercial purchases during F¥-1966 and P¥-1947, aimee the year’s 


wequiranents are based on estimsted aseds during calendar year 1966 but 
deliveries will take place during two fiscal yeara: 


Whear 

Eéthle Yogetable Gile and/er vellew 17,509 29,086 
Tebaceo 

Poultry 2,600 2 SOO 


Buxing sagetieations, it will be wade clear to the U.A.2, that oe 
expect if te miximisze ite commercial pucchaece of agriculturel commodities 
im the §.6., aot only those necessary to matiefr umetl mesketing requirements, 
dat Sise commodities eat covered under 7. 465, COC eredite and harter 
arrangewents wey be utiliaed., fpecifically the 8.4.8. should purchase at 
least 1,306 tous ef tebaceo and 1,906 tense of poultry foom the US, The 


G.A,38, 


— Skea — 


feet — 
oo os 


HLA LW. mist ote memeteann TEN mB ee cee mame A CONS RC XS 
the 0.5. we wihl expect the U.A.2. co have purchased 67,500 tena of wheat 
ixom the U.S. by Jame 36, )966 which will cover approcimsnely 25% of ita 
commercial eaeede for the last half of CY 1566. 


it Will alas be mids clear ta the U.8.R. ducing aagotiatiens that the 
0.4.2.'s sacord of commercial purchasen from the 0.5. will be an important 
factor in determining the 0.8.6. attitude at the semi-anqual review. If 
will aleo affect our ettitade with respect to any fature PL 490 sales te the 
Ga. g. 


R. RECE EXPORT LIMITATIONS 


Toe agreement will contain standard Lenguage restricting the 
OAK from (a) increasing experts of rice of commodities like thowe | 
provided under Pi, 486 beyond aceeptable levels and (iy) increasing exporta 
of these commodities to uations unfriendly to the United States, 


The provisions regarding exports te unfriendly countries are 
identical to thove conteined in the previcus three yoar agreesent, They 
ave lees epecifte an te quantity but sonetheless consietent with the spirit 
of current practice im the cegetiation af such agreeumnts with other nations. 
The provisions regardieg overall experts are lees specific then these conteined 
ie the previous agreement. “« believe, bovewer, thet, in political ceree, 
theese ave the strongest conditions we can nagetiate. 


C. CORION SCREAGE LINTTATION 


The agreement would stipulate that actual acresge planted te 
U.4.8, cotton wuld not increnee above present acreage. 


DB, COMPLIANCE WITS PREVIOUS AGREEHEMTS 


zi, priew te the signing of amy new agreement, the 0.4.2. rte 
satisfactorily complied with the requirements of earlier agreements, the 
B.A.R. would be informed that no Ei‘s could be iseued under the mew agreement 
pending fall U.aA.R. compliance with past ywequi renents. 


ER. SUES AMAL TOLLS 


There would be « clause im the agreesent, satiafactery to the 0.2. 
and the U.A.R, , which wuld onke it possible for the U.5. to use proceads 
accruing frou forser PL 400 programe for payment. of Suez Gamal tells for 
U.8.G. ahigping. 


¥. Sh oF 


fe wen CY LA See y OF PARPTAL PAYMENT OF TITLE (11 SELPRERTS 
Tre U.4.B, wuld agree te the ame of leeal curtency in payment of 

U.5.0, costs to shipping companion willing te aecept purtiel payment in local 

curmeney for coats of transporting Title Il] commodities to the U.4.R. 

G. CEILING OF CONVERSION GF PODMES 
; The USC will agree to Limit to $2,006,000 ine use of Bgyptian pounds 
| duving CY 1964 for Suez Canal Tolle. Titie 1X1 shiguent coats ox other 104(s} 

or ¢)} usee. 
Iki. THBMS 
A. Tiele I: 
Uader the Title 1 portica of the agreement the distribution of 

. joes) currency proceeds would bo 20 percent 0.5. Teas, 5 per cont 1040) 

j Cooley, 73 percent 104(g). The U.3, Uses portion wuld contain provisious 

fox sath 166(e), (b), (2), ( and (h) through (t) purposes a8 required, 


Inxevest tates for loans wader 104 (g) would be thet of Treasury 
borrowing. 


: B. Title 1: 


Uuder the Litle IY portion of the agreement terme would be 20 yours, 
2 years grace period, oo down payaent, 2 1/2 percent istemest. 


fovenber 6, 1963 
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THE WHITE HOUSE 


WASHINGTON 
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Food for UAR. Rusk took to ranch a very fuzzy NEA/AID proposal 
giving options: (1) a one-year Title I1/IV mix of $70 million in Title I 
wheat and $70 million in Title IV wheat, with a review at end of six 
months--Rusk preferred this; or (2) an all-Title IV one year deal for 
$98 million, Both options are much less forthcoming than the 3 year 
$450 million Title I agreement we gave Nasser in 1962, Also, insisting 
on at least some Title IV is good! 


Even the above, however, is more generous than we need be. First, 


AID's lawyers interpret the new aid bill limitation (one-year programs for 
the UAR) to mean fiscal year (i.e, seven months if we sign an agreement 
by 1 December). I'm personally convinced that being too stingy (monthly 
or quarterly) is counter~productive; it just makes Nasser sore, even if 

he accepts and doesn't give us the political leverage which is the purpose 
of the exercise. We could of course also insert a condition that PA's 
would be issued monthly plus a quarterly review. But even I realize that 
quarterly is better than nothing. 


Segond, I favor on foreign policy grounds asking Nasser for non-~dollar 
tice. It limits his foreign exchange for buying Soviet arms, reminds him 


we expect a return for our largesse, and even gives him an excuse to claim 
he's not just taking a dole. 


Option A would be to make a preePL 480 deal before going for an agree 
ment. See Battle's proposal in Cairo 1099 attached for a straight Title IIT 
barter deal of rice for wheat. But Luke doesn't seem to realize this gives 
Nasser nothing «-instead he can sell rice for hard currency and buy wheat 
from France, Argentina, etc. So I'd attach to it a promise of a later Pl 480 
deal if he shows this much goodwill. 


Better still I'd offer Nasser the first Rusk option of a Title I/IV mix 
(cut down from one-year to seven month proportions~-roughly $82 million), 
if he'd sell us 50,000 tons of rice--roughly $5.5 million) for Egyptian pounds 
under PL 480 Sec.104(d), It's more than sweet enough, since he'd in effect 
get $41 million of wheat free for giving $5.5 million in rice free. Start out 
by asking 100, 000 tons of rice if you like«~it's still a good deal. 


This arrangement could be justified here as (a) getting a solid return in 
free rice; (b) giving Nasser a lot less than before; (c) charging him Title IV 


dollars for half of that to boot. 


R. W. Komer 


es 
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OCT 2 2 1965 


MEMORANDUM FOR MA. MOGRORGE BUNDY 
TRE WHITE HOUSE 


Subject: Message to the President from 
GAR President Wasser 


Eaclosed is a letter to Secretary Rusk from 
WAR Ambassador Kamel containing a message to 
President Johnsen from UR President Basser. 
President Nassex's measage is in respense to the 
President's message which was given to JAR Deputy 
Prime Minister Keisaouni on October 12. The 
letter was received in the Departuent on Octeber 


. 


& receumendation regarding a reply will be 
forwarded shortly. 


SIR Uocre 
fr eeajanin BH. Read 
Executive Seeretary 


October 21, 1965 


Dear Secretery Rugk: 


I have received today a message from my President in which 

he informed me that Dr. Hl Kaissouni, Deputy Prime inister for 
EKeonomic Affairs, has conveyed to him the perzonal message which 
the President of the United Stetes was kind enough to send him 
end whieh you delivered to Dr. El Kaissouni on October 12, 1965. 


My President has direeted me to convey to the President of the 
United States hia "thanks and appreciation for thls important 
and constructive message." My President also directed me to 
convey to the President his “keen desire to promote the good re- 
lations which exist between himself and President Johnson, «s 
well as the good relstions which exiet between our two Govern 
ments and peoples". The President also "earnestly hopes for a 
complete and speedy recovery for President Johnson." 


sao penance bt 


May I ask you, Mr. Secretsry, to be kind enough to convey the 
above-mentioned message to the President of the United States and 

| may I join ny #resicent in wishing freaident Johnson the best of 

| health. His heslth is important for his country and the world, teoo,. 


In concluding thie letter I wish to express to you, my deer 

Mr. Secretery, my sincerest thanks and deepest gratitude for the 
great efforts which you have always exerted, patiently, efficiently 
| and successfully, in handling the American~Egyptian relations, 


With kindest Personal regards, 


_ ser 


Sincerely yours, 
| 


Mostafa Kamel 
Ambassador 


The Honorable 

Deen Rusk 
Secretery of State 
Washington, D.C. 


0. 
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_COMPIDENTIAL ~~ October 16, 1965 


McGB: 


The broader UAR rice question (now that we've cleaned up violation of 
the 1964 rice export ceiling under PL 480) is whether we can continue sending 
wheat while Nasser exports rice, 40% of it to Communist markets. 


In purely economic terms, it makes sense for Nasser to export rice at $138 
a ton and to import wheat at $62 a ton. He desperately needs foreign exchange, 
and we've recognized the legitimacy of a reasonable level of exports (about 1/3 
of his total crop). Moreover, the most he might export is 500-600, 000 tons, 
Monthly wheat consumption runs about 200,000 tons. Even if we told him to eat 
all his rice before asking for wheat--only an academic possibility~ewe're only 
talking about 2-3 months' supply. Besides, rice isn't really a direct substitute 
for wheat in his home market because it's twice as expensive, a fador in the 
urban money economy where our wheat fills 90% of demand. So the economics 
argue for exporting rice and buying wheat. 


Political critics argue that Nasser’s rice exports pay for Communist weapons, 
This must be partly true since rice earnings help settle overall trade and pay-= 
ments accounts with Communist nations. It must also be true that rice earnings 
help pay for industrial and other nonemilitary imports, Our foreign policy inter-~ 
ests dictate diverting Egyptian exports from Communist markets, But our own 
house is divided, Because we also export rice, we try to curb UAR exports so 
they won't compete with ours. Domestic and trade policy argue against diverting 
Egyptian rice to Free World markets. So Nasser can argue that he's only selling 
the Communists rice that we don't want Westerners to buy for hard currency that 
he'd be very happy to earn. 


Critics argue that we should tie up Nasser's resources any way we can. If 
stopping wheat would make it harder to pay for Communistemade guns, we should 
stop wheat. If he has to use foreign exchange to buy wheat from Australia, he 
can't use it for subversion, While there's an element of truth in that line, I sus» 
pect that whether Egypt gets Soviet guns is more a Soviet political decision than 
a question of whether Nasser can pay. I suspect, too, that he pulled out of Yemen 
chiefly because it was a blind alley and incidentally because it made his economic 
life harder. 


The way to move toward the critics without abandoning all efforts to keep the 
lines open via PL 480 is to tighten our terms as State recommends««as much 
Title IV as the traffic will bear to tie up as much of Nasser's resources as we 
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can while still giving him a better deal than he can get anywhere else, 


So answers on the rice problem boil down to this: (1) It makes economic sense 
for Nasser to export rice and import wheat, and we can hardly expect him to do 
otherwise within reasonable ceilings; (2) Logically he should sell rice in harde 
currency markets where he must buy his wheat, but we don"t want him to divert 
a lot of rice from Communist to Free World markets because it would compete 
with our exports; (3) Nasser has to buy wheat somewhere regardless of what he 
does with his rige,so if we can sell some for dollars under Title IV, we gain, 


Mot 
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MEMORANDUM FOR THE PRESIDENT 


Subject: U.S. Aid to the ULAR. 


Racommandation: 


That you authorize our Ambassador in Cairo to enter negotiations 
with the U.A.R. Covernment for a new short-term PL-480 agreement. Our 


willingness to enter into the new ‘agreement could be conveyed when I 
meet with the U.A.R, Deputy Prime Minister for Economic and Financial 


Affairs on October 12, 


Approve 


Disapprove 
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A resumption of PL~480 aid will not solve all our problems with the — 
“U.A.R. We will continue to have policy differences, But Nasser, unlike | 
many other AfrowAsian leaders, has demonstrated some willingness and ~ i 
capability to adjust U,A,R. policies and actions to accommodate us, 
PL#480 sales, granted on a short=term basis and flexibly administered 
in terms of amounts, offer the best means to] Gia, ye 
a eee Mine: PIRSGEIa DS RELI oF i , 
\ “~““ontain and reduce our differences, ——— eS aa 
org am hae - 


We therefore propose that we indicate to the U.A.R. that we are | 
prepared to enter into negotiations for a new short-term PL~480 agreement. 
The conditions of the new agreement would be harder than our previous 
agreement with the U.A.R. Two possible proposals are outlined in the 
enclosure, Both would be for an agreement of not more than one year 
duration. We belicve any new agreement should reflect a shift toward 
Title IV sales which are repayable in dollars, We would also incorporate 
a provision for periodic review of the amounts being supplied so as to 
give us Flexibility for upward or downward revision depending on the 
overall climate of U.S.-U.A.R. relations, There would also be a provision 
for termination by either party. 


A resumption of PL-480 sales on a short-term basis will satisfy 


our policy requirements for the time being. We would not recommend any 
lending activities over and above this for the present. 


BE a scisi . . . 7 L- ; . 
We need to come to a decision in principle about a new PL~480 Eker 
agreement soonelf, ’ 
eo 


. oe be: D 
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T am 
seeing the U.AR. Deputy Prime Minister for Economic and Financial 
Affairs on October 12, He leaves for Cairo the next day, In my 
opinion the time is now right to proceed, and we will gain maximum 
impact if I am able to indicate our willingness to enter negotiations 
for a new agreement at this meeting. Detailed negotiating instructions 


can be sent to Ambassador Battle later, p ” 


Dean Rusk 
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THE WHITE HOUSE Ae 


WASHINGTON 


— SECRET September 24, 1965 
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a DECLASSIFIED 


MEMORANDUM FOR ; Cee [[-b- 28 
THE PRESIDENT “thority 
By_2g2/__, NARS, Date LL6-27 


With the aid bill over the hump, Rusk asks that you take another look 
at aid to Nasser. His long memo (attached) is worth weekend reading. 


The issue is whether we now agree to start talking quietly about more 
PL 480 for the UAR, We'd come back at you in a month or so before 
signing anything but even to start talking does imply we'd go ahead. 


All agree we should be much less generous than in the past, and keep 
Nasser on a short rein. But State and our Ambassador argue cogently that 
some foodis useful insurance to keep this key Arab country from taking a 
strongly anti-US course and becoming too dependent on the USSR and Red 
China. They're right on straight foreign policy grounds--moreover, we've 
now faced Nasser down and shown we're not to be trifled with. But if we 
flatly cut him off (and he halfway believes we have), he'll have no incentive 
to think twice about shafting us. 


This leaves the domestic US reaction; how do we justify resumption of 
food? After Yemen and the Congo there's a general impression now that 
Nasser is behaving more sensibly, and Battle's recent Hill talks (he didn't 
talk aid) lead him to believe that anti-Nasserism is far less acute. So if 
you're agreeable in principle, I'd suggest the following scenario: 


1. Battle see Nasser, and say you'd asked him to get Nasser's views 
on the future of US/UAR relations. We get into a political dialogue. 


2. If this goes well, then State take such Hill soundings as are feasible 
before Congress goes home. 


3, Then we enter quiet negotiations in mid-October or so for only a six- 
month agreement (with a six-month renewable clause) for under $50 million 
worth of Title I wheat, etc. Anything beyond this he'd have to take in Title IV 
dollar sales (which are good business for us), Thus we'd be giving much less 
than in the last three-year $400 million plus Title I agreement, and Nasser 
would know he was on his good behavior. 


Approve Na W. Ramer 
Disapprove a R, W. Komer 
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MEMORANDUM FOR THE PRESIDENT 


Subject: U.S. Aid to the U.A.R. 


Recommendation: 


1. That you schedule an early meeting with AID Administrator 


Bell, Ambassador Battle and me to review U.S.-U.A.R. relations, 
including the recent U.A.R. request for a new PL-480 a 


Approve 


Disapprove 


tae ren elit er 
tea ll na 


ou approve negotia- 


2. Lf you agree the results warrant, that 


tion of a PL-480 agreement with the U.A.R. permitting agricultural 
commodity sales, particularly wheat, insofar as U.A.R. policies are 


consistent with U.S. interests. 
Approve 
Disapprove ’ | 


Discussion: 


Our multi-year PL-480 agreement with the U.A.R. expired June 30, 
and the U.A.R. has requested a new agreement. Shipments of the 
remaining wheat under the old agreement and Egyptian Government 
arrangements with the Soviet Union, Mexico, Australia and others 
appear likely to supply Egyptian grain needs until the end of 1965. 
r On this basis the U.A.R. would have to make decisions by November 
i to assure a continuing supply of Food. We have reports of Red 

Chinese interest in a long-term agreement and understand Red China 
| is impocting wheat from Australia. Its willingness to meet U.A.R. 
needs would depend upon the political gains it might derive. 
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Our relations with the U.A.R. have improved; we believe 
President Nasser is trying to meet our reeds. Present U.A.R. 
attitudes toward the Gongo, Yemen, Vietnam, the Indo-Pakistan war 
and the Arab boycott as well as Egyptian willingness to negotiate 
restitution for damages to U.S. properties suggest a desire to get oe 
along with the United States. (See Enclosure No. 1.) We should 
expect frictions with the U.A.R. to continue, however. Local 
political imperatives will require Nasser to make bellicose state- 
ments about Israel and occasionally criticize U.S. policies. As 


much as possible, therefore, we should be guided by his actions, 
not his words. There are compelling reasons to work with Nasser 


and our resvonse to Egypt's request could determine not only U.S.- 
U.A.R. relations but also the course of events in the Near East for 
many_years. Egypt's 30 million people are almost one-third of the 
Arab world and Cairo is the center of Arab nationalism, culture and 
dynamism. Egypt will continue to exist and to shape Arab attitudes 
ith or without U.S. economic assistance and with or without Nasser. 
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The alternative of increased aid would not materially increase 
our influence over Egypt. Flexibility'should be the keynote. We 
should demonstrate interest in helping the U.A.R. solve its massive 
economic and social problems} ' 

{We should 


evtiegotiate limited, short term agrééments permittimetfs to meter 


our aid on the basis of climate and U.A.R. performance. We cannot 
afford, however, to give the impression we are abandoning Egypt 
because Egyptians must eat and Nasser will feed his people whatever 
the political cost. 


* * * * 


This is a response to National Security Action Memorandum 
No. 319. 


Dean Rusk 


Enclosures: 


1. Evidence of U.A.R. Desire to 
Meet U.S. Policy Needs. 

2. Analysis of Alternatives 
for Dealing with the U-.A.R. 

3. Summary of U.S. Aid Activities 
in the U.A.R. 

4. The Protection of American 
Interests in the Near East. 
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Analysis of Alternative Policies 


For Dealing with the U.A.R. 


Our multi-year PL-460 agreement on which the U.A.R. has 
depended for most of its food over the past three years terminated 
June 30. Shipments of the remaining wheat under this agreement 
plus commitments from the Soviet Union, Mexico, Argentina, Australia, 
and elsewhere seem likely to assure the U.A.R. sufficient grain for 
the rest of 1965. On this basis the U.A.R. would have to make 
decisions by November regarding additional supplies of foodstuffs 


and has requested a new PL-400 agreement. 


_ We face a decision that will determine U.S.-U.A.R. relations 
and affect the course of events in the Near East for many years. 
Basic considerations bearing upon this decision follow. ‘ 


I. Present Situation 
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Egypt is a fact of life and must be dealt with in such a manner 
as best to continue to protect the interests of the U.S. and the 


West in the Near East. Egypt and its 30 million people will continue 
to exist and play a major role in shaping Arab attitudes whether we 


provide economic assistance or not, and whether Nasser's regime 
f continues or not. The Soviets and Chinese Communists would welcome 


termination or reduction of U.S. aid to Egypt because it could no 
longer use Western support to maintain its non-alignment. A gradual 
drift toward satellite status would be inevitable since Egypt's 

| narrow, but expanding economic base requires outside capital assistance 
to sustain its growth. 


Flexibility should be the keynote of U.S. food aid to the U.A.R., 


’ Whis might involve varied mixes oF THEIé Land Iv ™~ 
our-six month agreements. Negotiation of limited, short- 
term agreements would meet U.A.R. needs, demonstrate U.S. interest in 
U.A.R. economic and social problems, and discourage ill-considered 
U.A.R. actions that might prevent renewal of aid agreements. 
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Range of Possible PL-480 Arrangements with the U.A,.R, 


The following two proposals represent a range of possible PL-480 


agreements that might be concluded with th i 
te es S oposite a) clu wi e U.A.R, (State, AID and Amb. Battle 


Proposal A - Title I and Title IV Mix’ 


1, One-year Title I agreement for $70 million in wheat and wheat 
flour. 


2. One-year Title IV agreement for agricultural commodities to 
make up the remainder“of U.ALR. requirements up to the level of the 
U.A-R.'s past average yearly commodity purchases from the U.S. 
Repayment period; 15 years. No down payment. No grace period, 


~ 
. tO fe Two and one-half per cent interest for term of agreement. (*-70 million). 


3. Both Title I and Title LV components of this package would be 

; | reviewed at the six-month point with a view to possible upward or 
downward adjustment, taking into account a) the over~all climate of 
U,S.-U.A.R. relations; b) compliance with the terms of the agreement; 

' and c) a projection of U.A.R. requirements for the succeeding 12 months, 


ae ee ne 


Proposal B - All Title IV 


fi One-year Title IV agreement for grains and other commodities worth 
$98 million. Repayment period: 20 years. No down payment. No grace 
period, Interest rate; two and one-half per cent for the life of the 
agreement. Same six-monthly review provision specified under Proposal A 
would apply. 


It will be necessary to include in any new PL-480 agreement 
limitations on the export of rice by the U.A.R. during the same period 
in which the U.A.R. would be receiving PL-480 food grains. A general 
limitation was included in the previous three-year Title I agreement 
but was not specific enough to be effective. The Department of State, 
the Agency for International Development, and the Department of 
Agriculture are considering the size of the limitation on total rice 
exports and are also working out specific limits on rice exports to 
unfriendly countries. A condition precedent for any new agreement 
would also be satisfaction of any compliance problems outstanding 
from the preyious agreement, 
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Advantazes and Disadvantazes as 

From the U.S, point of view there are some advantages in shifting 
to a Title IV azreement with the U.A.R. It would coaform to a global 
shift in our aid policy in this direction, Repaymant in dollars as 
opposed to local currency under Title I helps our balance of payments. 
We also see an advantaze to incurring loag-term U.A.R. oblications in 
hard currency to us as a counterwaight to growing U.A.R. obligations 
to the Soviet Union. Althouzh servicing Title IV debts will be a heavy 
burdea to the U.A.R. in the long run, it may spur U.A.R. efforts to 
increase the economy's hard currency earning capability and thereby 
strengthen its links with the West. There is the additional point that 
uader Title IV sales we would not be adding further to the already 
unmanageable accumulation of U.S.-uses Egyptian pounds, 


The U.A.R, itself may also see some advantages in Title IV as 
opposed to Title I. The grace period requiring no hard currency outlay 
for the first two or three years will be attractive given the U.A.R,'s 
serious short-term economic problems, Also under Title IV, but not 
under Title I, shipping costs, wiich must be paid mainly in hard currency, 
can be included in the terms of the agreement. Thus a Title IV prozram 
would represent a considerable saving in immediate cash outlay for the 
U.A.R. It is important to note, however, that these advantages would be 
cancelled in U.A.R. eyes if a dowa payment were required under the 
Title IV agreement, The Ezyptians may also see an advantage in Title IV 
to the extent that they judge Washington will be freer to meet U.A.R, 
requirements under this program than under Title I. 


Against these factors, however, must be placed the realization on 
the part of the U.A.R. planners and officials that Title IV will add 
greatly to the U.A.R.'s economic burdens in the long run. The servicing 
of Title LV debts, if our agreements are to be at all responsive to the 
magnitude of U.A.R. needs, will drain off the bulk of U.A. R. hard 
currency earnings which could otherwise be used as development capital. 
In balance, therefore, we must expect the U.A.R.'s response to a Title IV 
shift to be negative, Furthermore the background of this past year's 
political difficulties with the U.S. and the suspension of U.S. aid is 
likely to breed suspicion in U.A.R. minds that the sudden switch to 
Title IV is a punitive measure against the U,A.R. 


Informal soundings with Egyptians officials tend to confirm our 
expectation that the U.A.R. reaction would be negative, but there is 
no way of knowing how strong this negative reaction will be until the 
matter is put to the U.A.R. Government. We therefore suggest that 
before entering formal negotiations with the U.A.R. Ambassador Battle 
be authorized to explore these two proposals with the U.A.R. Our 
final proposal for an agreement could then be adjusted depending on 
“the U.A.R. reaction, 


———— 
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Enclosure 3 
LIMITED OFFICIAL USE 


Status of United States Assistance to UAR 
as of end of Fiscal Year 1965 
(in millions of dollars) 


A.I.D,. 
Development Loans Total Authorized 
Amount but Unexpended Status 

1. Rakta Paperboard Mill $ 5.7 S$) 3.1 In progress 
(1963 loan; utilizing rice straw) 

2. Cairo West Power Plant 30.6 6.6 In progress 
(1962 loan; 3 Westinghouse generators) 

3. Misrayon Cellophane Plant 3.0 0.2 In progress 
(1962 loan) 

4, Grain Storage Project 17.0 16.0 In suspense 


(1962 loan) 


Total Development Loans $ 56.3 $ 25.9 


Supporting Assistance 


1. 


Stabilization Loan $ 30.0 $ 0.4 
(1962 loan for American commodities 
such as iron and steel products, 
electrical equipment, railroad 
equipment, pharmaceuticals, etc.) 
Estimated Total 
Cost Inception Estimated FY 66 


Technical Assistance to Completion Expenditures 

1. Groundwater Investigations $ 2.34 $ 0.10 
in Western Desert 

2. Hydraulic Research (Nile 0.13 0.01 
Water Irrigation) 

3. Agricultural Education and Extension 1.70 0.15 

4. Telecommunications Training Center 1.95 0.60 

5. Technical Advice to Industry 1.49 0.35 

6. Management Development 0.81 0.17* 

7. Civil Aviation (Airways 2.14 0.07 
Control System) 

8. Engineering Education, Univ. 2.30 0.08 


of Assiut (advisers) 
To be terminated in FY 1966 
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Technical Assistance CON'T 
Estimated Total 
Cost Inception Estimated FY 66 
to Completion Expenditures 
9. National Planning and $ 0.91 $ 0.05 ** 
Administration 
10. Public Safety Training 0.32 0.08 
ll. Technical Support (AID 0.22 
Program Technicians) 
$14.09 § 2,12 
TOTAL AID $100.4 $28.4 


** Action suspended pending improvement in political climate 


Export-Import Bank 


Loan for Diesel Locomotives 
Of $12.5 million total, $11.7 remained unexpended 
as of May 31, 1965 


PL - 480 


Purchase authorizations for remaining $37 million in Title I 
program issued in June, Deliveries of these commodities will continue 
over a period of several months. "Leftovers" (unutilized balances of 
purchase authorizations previously issued but not fully used) from the 
multi-year Title I program exist; these total about $7-8 million, and 
new purchase authorizations can be issued if such a move is considered 
desirable. 


As regards Title III commodities, a high-level decision is now being 
made as to whether this program should be continued in the UAR. 
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The Protection of American Interests 
in the Near East 


A. American Interests Identified (in order of importance 


1. Strategic- Denial of the area to a hostile power. Control of 


Near East land masses and sea and air space would give the Soviets a danger- 
ous strategic advantage over Europe and the U.S. Since colonialism is 

passe and incorporation of the Near East into the European Community is 
premature, the only alternative to hostile control is independence. 
Independence can be assured only by a controlled transition from autocracy 


to democracy. Our goal; Strengthen independence of area states. 


2. Logistic- Reasonable Western access to Near East routes and 
resources, Western Europe's economy depends on the oil of the Near East, 
which has two-thirds of the world's proven reserves. Most of this oil 
transits pipelines or the Suez Canal. MATS has important transit rights 
in Libya, Saudi Arabia, and the UAR, 


3. Diplomatic- Friendly Relations. The West needs Arab understanding, 
if not support, for its policies. The U.S. has moral and public commit- 


ments to support Israel and several Arab states. 


4, Commercial- Western investments, primarily in oil concessionary 
companies, are important to the Western balance of payments (approaching 
a billion dollars a year to the U.S. alone). The gross Western investment 
in fixed assets in the petroleum industry in the Near East exceeds $4.5 
billion -- half of it American. Forty-eight percent of Europe's oil goes 
through the Suez Canal and an additional sixteen percent through Near East 
pipelines. U.S. exports to the Arab East run $600 million a year. There 
are 51 American flag flights through the area weekly. Several thousand 


Americans work in the area. 


5. Military - U.S. base rights at Wheelus (NATO training, UN staging), 
Kagnew (communications), and Kenitra (port) and UK rights in Cyprus (staging), 


Aden (port), and Bahrein (staging) will be valuable for the next several 
years at least. 
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6. Cultural- American University in Beirut; American University, 
Naval Medical Research Unit, and Research Center in Cairo; English language 
center in Baghdad; religious missions throughout the area. 


B. Western Advantages over the Soviets 
1. Congruency of Ultimate Objective - We share the Near Easterners' 


desire for prosperity, self-determination, stability, progress, independence, 
and peace under an effective UN. The Soviets do not. 


2. Arab Nationalism can be an effective home-grown antidote to Soviet/ 
Communist infiltration. Its practitioners have resorted to nonalignment, 
the classic strategy of the weak state, as a means of obtaining maximum 
economic and military assistance from both East and West and minimum politi- 
cal identification with either. In the context of the Cold War, non-align- 
ment is a net asset to the West -- despite tactical swings toward the Bloc 
(Soviet arms deal, recognition of Red China, release of Communists). For 
all its resentment of U.S. policies, the UARG has never directly attacked a 
major U.S. interest, 


3. Economic Reform- By moving to modernize their economies, the Arab 
states have reduced the Communist area of opportunity. So far the UARG has 
distributed some 800,000 acres to over 250,000 farmers. 


4, TIrade- The West is the natural customer for Near East oil, tourist 
sites, and trade routes, The Near East needs Western hard goods, financing, 
and techniques. 


5. Aid- As long as the U.S. has a food surplus, Title I sales will be 
invaluable to several Near Eastern economies. These sales may pioneer an 
eventual dollar market. 


6. Military Preeminence- Base rights and the Sixth Fleet give the 
West overwhelming power, the chief deterrent to aggression in the area. 


C. Soviet Advantages over the West 


1. Poverty- Egypt's rising foreign indebtedness reflects in large 
measure a faltering attempt to keep production rising faster than population. 
The pressure of the population explosion on a backward economy confronts some 
states of the area with the prospect of eventual economic breakdown, The 
consequent chaos would profit the Soviets more than the West. 
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2, Transitional Society- Winds of change from the West are beginning to 
erode the Near East's social anachronisms., Feudalism, tribalism, and theocracy 
are no longer adequate to meet the minimum aspirations of the people. Insofar 
as Western interests are keyed to these institutions, they are in jeopardy. 
There are few democratic institutions to which we can transfer our affiliation. 
The Near Easterners are at the awkward age: They recognize the benefits of 
democracy and free enterprise but they are inexpert in their practice. Per- 
force, all revolutionary Arab regimes (UAR, Syria, Iraq, Yemen) have espoused 
state socialism, which makes less efficient use of resources and meshes badly 
with our own system, but in their opinion is necessary if the profound socio- 
economic changes necessary for their development are to be made quickly. 


3. Anti-imperialism- Preferential military, political, and economic 
arrangements enjoyed by Western powers with weak Near Eastern states derogate 
full Arab autonomy. At the present stage of political evolution, some of 
these arrangements are necessary, but the West would be fighting the clock if 
it tried to hold on indefinitely. Although the Arabs fear the USSR for what 
it might do, they resent the West much more for what it is already doing. The 
West is the "enemy", while the Soviets are kindred spirits and purveyors of 
weapons unobtainable elsewhere. The Near East is not yet at the Viet-Nam 
stage of anti-Western insurgency, but Soviet advisors have already infiltrated 
the inner circles of the Arab military in Egypt, Syria, and Yemen. 


4, Palestine- Recognizing the Western contribution to Israel's estab- 
lishment, the Arabs have classed it among "imperialist" positions marked for 
reduction. In the short run, this situation produces constant friction 
between the Arabs and the West (Suez closure, boycott, pressure on Wheelus) 
and a growing burden on the Near Eastern economies. In the long run, it may 
lead to war. 


5. Cotton- Bloc imports of Egyptian cotton (about one-third of 
Egypt's cotton exports) contrast sharply with the status of the U.S. as a 
major cotton exporter. 


6. Balkanization- The wide range of area disagreement affords the 
West a short-range tactical advantage; Israel deters UAR intervention in 
Jordan; Kuwait's reliance on the UK against Iraq protects British economic 
interests, However, the political fragmentation of the Near East cannot 
endure. Economics suggests that acceptable development of Near Eastern 
resources may be unattainable on the basis of the present frontiers. Geo- 
graphy and later oil resources have made the area the continuing target of 
great-power ambitions irresistible by lesser states. History suggests there 
will be no stability until there is greater cohesiveness in the region. It 
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follows that parochialism is inimical to the basic Western interest. While 
opposing premature efforts at unification (Iraqi claim on Kuwait, UARG inter- 
vention in Yemen, SNP coup in Lebanon), we must take account of the Arabs' 
conviction that if they fail to unite their territories some other power will 
at their expense. Advice to the Arabs to concentrate on domestic affairs falls 
on deaf ears, since they include inter-Arab relations in this category. While 
we do not accept the imposition of Egyptian policies on the other Arabs by 
force, but we must recognize that whatever success the UAR may have in mobili- 
zing pan~-Arab opinion -- even if it is against us - strengthens Arab will and 
ability to resist communism. 


D. Indicated US Strategy 


1. Continuity- U.S. policy for the Near East is long-range, not to be 
altered by isolated events, We want the Near East governments to recognize 
that the U.S.G, will support their development as long as they respect vital 
U.S. interests and carry their share of the load. The character of a regime 

is secondary to our over-all strategy. We deal with individuals, we cooperate 
with governments, but we support peoples. As long as cooperation with a 
government serves our ends, we will not be deterred by the appearance of 
"bailing out" a distasteful regime. 


| 2. Impartiality- Our nuclear deterrent is not for use in regional 

g disputes. In the context of the Cold War, any U.S. effort to impose its 

i dictates on any state in the Near East would require the engagement of 

| greater conventional military force than the results would warrant. There- 
fore we are normally restricted to the use of economic and political weapons. 
| In any contest over Near Eastern issues, the Arabs would enjoy the strategic 

; advantage of fighting on their home grounds. Central to our Near East 
policy, therefore (and to the Soviets'), should be the avoidance of confron~ 
tation. Confrontation can best be avoided by following a policy of imparti- 
| ality vis-a-vis any political or military dispute among Arabs or between the 
Arabs and Israel, Impartiality implies our reliance on the UN and our 

is acceptance of open competition in the area with the Soviets. We should move 
cautiously in areas of disagreement (whether Arab/US, Arab/Israel, or Israel/ 
US) and focus on areas of common interest. We should avoid the sale of 
sophisticated offensive weapons (since the Arabs are not in a position to buy 
from us, whatever our policy). 


3. Power- For emergencies, the U.S. should maintain sufficient 
military force to act unilaterally to protect vital American interests. The 
| objectives of any such action should be explicitly conveyed to the interested 


parties, and it should be carried out in the shortest possible period. 
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4. Aid- The USG should provide the states of the area enough sur- 
plus food to prevent famine. It should also participate in Near East 
development programs, insofar as the recipients’ policies and American 
resources allow, in order to promote Western private investment and a 
gradual rise in the Near East standard of living. It would be proper 
for us to attach realistic fiscal conditions to our aid. 


5. No strings- When the policy of US/UAR cooperation was mapped out, 
Under Secretary Bowles observed that aid cannot buy friends. The consensus 
of a recent inter-agency policy meeting was that recipients tend to resent 
explicit linkage of aid with political conditions as undue interference. 
However, short of forcing the Arabs into the arms of the Bloc, we can 
exploit the climate of cooperation our aid creates by exacting implicit 
political concessions. We can wield our economic and diplomatic tools to 
modulate the evolutionary process and build more viable positions for 
the West. As a means of expressing USG displeasure, the aid level can be 
judiciously reduced, but it should not be broken off unless we are prepared 
to break off diplomatic relations as well. 


6. Focus on the UAR- In population, production, technology, propa- 
ganda, stability, military power, literature, and religious thought the 
UAR is the most important and influential Arab state. The UARG leads its 
Arab counterparts in dynamism, progressivism, and expertise; it has spear- 
headed the drives toward non-alignment, socialism, and unity. For these 
reasons our Near East policy must focus on the UAR. Particularly on pan- 
Arab issues, the UARG has the greatest power to hinder or advance U.S. 
interests. To date it has done a bit of both, but we coudd not expect 
any successor regime to follow policies any more agreeable, since they 
are and will be the product of Egypt's circumstances. Even allowing for 
Nasser's personal penchant for activism, he is less cause than effect. 

We are not under the illusion that aid will induce the UARG to abandon 
objectives we dislike. We believe aid offers the best chance of persuading 
the UARG to modify its tactics. 


7. Enmeshment~ In the long run, we seek to keep the Arab world in 
economic and cultural contact with the West long enough for the benefits 
of the Western system to make themselves felt and enduring ties to develop 
that will imbed the area in the socio-economic matrix of the Atlantic 
community. Aid is a two-way street. It opens the recipient state to 
the products and investments of the donor. Its acceptance is a fractional 
surrender of sovereignty--an advantage which in the course of time can be 
built up into a position of commanding influence. 
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NASIR'S POLITICAL DILEMMA: 
° HOW TO FOSTER DEMOCRACY IN A TOTALITARIAN ENVIRONMENT 


Egypt's President Gamal Abdal Nasir is engaged 
in his third attempt to establish a mass political 
organization that would act to achieve his poli- 
cies. Although he enjoys immense personal popu- 
larity, Nasir wants to secure wider popular partici- 
pation in the realization of his revolution's 
stated goals: socialism and democracy. Now 13 
years in power, his military regime has no assur- 
ance of continuity after his death. His latest 
political instrument, the Arab Socialist Union, 
has a stronger mass base than its two predecessors, 
but will be no more capable of serving the desired 
purpose unless Nasir relaxes his tight control. 


Justification for Dictatorship were fostering violence and self- 
Pe Reg ee hg Vo | a ee ee interest rather than coopera- 
When Nasir's Free Officer's tion and unity. 
clique seized power in 1952 it 
‘ had no formal plan for use of. The Liberation Rally 
_ that power, Its inner circle, Pee eee ee eee ge 
; the Revolutionary Command Coun- Primarily in an effort to 
cil (RCC), included in its pro- forestall agitation by the exist-— 
2 gram "the conscription, or mobi- ing parties, Nasir concocted the 
lization, of national sentiment." Liberation Rally in 1953, He 
a Nasir spoke of his desire for a claimed that it provided a 
\ democratic, socialist, and co- means "to organize popular 
| operative society, making it strength for the reconstruction 
clear that he intended to apply of society on a sound new basis," 
his own definitions to these “ 
| words, In fact, however, the Lib- 
eration Rally was an instrument 
It is evident that Nasir of regimentation, through which 
did not at first intend to de- the RCC could purge labor or- 
i prive Egyptians of their politi- ganizations and suppress vola- 
cal freedom, although he knew tile groups. It proved its 
’ that internal corruption had to worth when it organized student 
ib be uprooted, Initially he envi- and trade unton demonstrations 
8. sioned a general purification, against the return of constitu- 
j after which the existing political tional government and civil 
| groupings could continue to help freedom, - Within three years po- 
: govern Egypt. A short experience litical opposition was crushed, 
with the spectacle of the parties 
\ scrambling for power while making Nasir continued to deplore 
a i gestures at “purification” con- the lack of a social philosophy, 
z vinced him of the need to elimi- ideology, and sense of public 
j nate cleavages and conflict which responsibility among Egyptians. 
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However, the Liberation Rally 
could not be converted to stimu- 
late the kind of political ex- 
pression he sought, so he dropped 
the organization and renewed his 
search for a "mass apparatus" to 
support the revolution, 


The National Union 


In 1956 Nasir organized the 
National Union to answer his 
problem, It was to perform two 
tasks. It was to be a "school" 
in which a new generation could 
absorb a revolutionary mentality 
and develop a homogeneous, Nasir- 
designed political culture, Sec- 
ondly, in more practical terms, 
it was the state party through 
which promising candidates for 
the National Assembly could be 
selected and potentially dangerous 
ones eliminated, 


Here again, the emphasis was 
on control. Candidates had to 
be approved by the National 
Union's Executive Committee, which 
was composed of men drawn from 
the regime's top leadership. The 
deposit required for filing candi- 
dacy, $140, was about twice the 
average Egyptians' annual income, 
Thus the common man, on whom 
Nasir was supposedly building 
Egypt's future, was nearly shut 
out. In the 1957 elections, 
labor won only three percent of 
the seats, and the fellahin--the 
peasants--less than one percent, 


Indeed, Nasir had set the 
tone when the National Union was 
formed by proclaiming that Egypt 
needed a period of political, 
economic, and social regimentation 
to achieve the necessary condi- 


tions for "true" democracy, so- 
cial and economic equality, 
higher production, and higher 
living standards, The National 
Union was in effect stillborn. 
Nasir recognized this, and its 
close identification with the 
Egyptian-Syrian union allowed 
for its quiet burial when Syria 
withdrew from the United Arab 
Republic in 1961. 


Arab Socialist Union 


As Nasir groped anew for 
some device that would meet his 
political needs, he concluded 
that even if he was unready to 
grant the Egyptian people any 
power, he could provide a coher- 
ent political philosophy that 
would attract them. Something 
resembling a systematic thought 
formulation emerged in the Na- 
tional Charter of 1962. It was 
proclaimed as “the political 
theory of our Revolution and the 
revolutionary ideology for the 
application of our socialism." 
It pulled together the thinking 
which had evolved during the 
years of Nasir's rule, rather 
than providing anything new. 


With the charter issued, 
Nasir was ready to form a new 
state party to educate the people 
and stimulate their participa- 
tion in public affairs. The Arab 
Socialist Union (ASU), established 
in December 1962 was specifically 
dedicated to pursuing the goals 
defined in the National Charter, 


The ASU is more carefully 
designed than its predecessors 
to secure popular participation, 
Membership is open to all 
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Egyptians above the age of 18 
who are "good unexploiting citi- 
zens" inspired by faith in the 
National Charter. The tiers of 
the ASU's organizational pyra- 
mid start with 6,000-7,000 basic 
units, At least 50 percent rep- 
resentation at all levels is 
granted to the workers and farm- 
ers. At the top is a General 
National Congress, which on oc- 
castion doubles as the Egyptian 
legislature, the National Assem- 
bly. On the surface the ASU 
would seem to provide a reason- 
able vehicie through which the 
Egyptian people could actively 
participate in political af- 
fairs and express their will. 

It has a membership of 5 million 
or 15 percent of Egypt's total 
population, 


Regime controls over the 
ASU, however, are just as rigid 


as they had been over its prede-_ 


cessors, They are exerted 
through the National Congress’ 
Higher Executive Committee--in 
theory elected by the congress 
from among its own members, but 
in practice appointed by Nasir. 
ASU statutes give this committee 
the right "to amend or cancel 
any decision taken by the forma~ 
tions of the ASU at a lower 
level, should such decisions not 
meet ASU objectives, goals, or 
policy."' The Higher Executive 
Committee also can "dissolve any 
ASU organ if it fails to per- 
form the duties entrusted ina 
satisfactory manner." 


Even at the lowest level, 
Nasir is taking no chances. 
Many of the basic units are 
formed out of other organiza-— 


y 


tions, such as farmers' and 
workers‘ groups, which them- 
selves are controlled by the 
government. These units are 
pointedly assigned the responsi- 
bility for “counteracting de- 
viation, promoting socialist 
principles, and contributing 
toward the solution of problems 
by cooperating with higher 
levels of the ASU." 


Still hesitant to trust 
his ASU, Nasir has nevertheless 
expended great efforts to foster 
its growth. He has spent many 
hours with its committees and 
parliamentary bodies, answer- 
ing questions, listening to sug- 
gestions, exhorting the members 
to greater revolutionary fervor. 
"Tdeological institutes” have 
been established to improve the 
process of “bringing the revolu- 
tion" to rural areas, Promising 
young individuals from basic 
units are being trained in the 
policies of the regime and in 
techniques for explaining them 
to the uneducated rural popula-— 
tion after they return to vil- 
lage life to propagate the faith, 


Recently an ASU Socialist 
Studies Institute was opened, 
in which Nasir and other high- 
ranking Egyptian officials will 
help teach such courses as "Po- 
litical Revolution and the Proc- 
ess of Economic Development" 
and: "Leadership Training-—-Skills 
for Political Cadres." Nasir 
has even proposed--probably for 
dramatic effect--that he resign 
as President of Egypt in order 
to devote all his time and 
energies to the ASU. 
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But despite all plans, ef- 
forts, fanfare, and speeches, 
Nasir admits that the Arab So- 
cialist Union has not achieved 
its purposes. Its members join 
only because it is the thing to 
do, a form of insurance against 
discrimination. Most are apathe- 
tic, indifferent, and cynical. 
Nasir complains that the ASU 
lacks leaders, that it has ut- 
terly failed to reach the people. 
He has gone so far as to invite 
Egypt's Communists to join his 
party, hoping that their reputed 
skills at organization and re- 
cruitment will inject new life 
into the moribund ASU. Although 
the Communists, themselves dis- 
organized and ineffective, have 
little capability to help, even 
if they wish to, some have joined, 
and their presence has alarmed 
many Egyptians. 


Other Factors 


The ASU's failure to engen- 
der the spontaneous support Nasir 
seeks stems from the same basic 
facts of Egyptian life on which 
his previous efforts foundered. 
Centuries of foreign domination 
or occupation have left the 
Egyptian masses politically inert, 
apathetic, and suspicious of gov~ 
ernment in any form. Like the 
other Arab states, Egypt has been 
unable to shake the strong alle- 
giance of the people to the fam- 
ily, the tribe, and the religious 
community. The Egyptian peasant 
continues to scratch out a meager 
existence, and has little time or 
inclination to involve himself in 
anything else. 


In. Islam, Egypt's 90-percent 
Muslin population has another 
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fount of fatalism: submission 4 
to the will of Allah. At least 
in principle, this faye 


thwarts the secular 
trend of Nasir's revolution. 
Most Egyptians do not consciously 
support the belief of the Moslem 
Brotherhood, a fanatical politi- 
cal-religious action group, that 
the Koran should be the founda~ 
tion of the state. The average 
Egyptian accepts the idea that 
the state should progress and 
change to suit changing condi~ 
tions of life. 


Egypt's 70 percent rate of 
illiteracy is another barrier to 
Nasir's plans. The regime is 
working hard to provide free ed- 
ucation through university level 
for all qualified students, and 
in the meantime depends on an 
intensive dissemination of infor- 
mation by radio. It is common 


_to see peasants listening to 


their transistor radios while 
working in the fields. 


Nasir's popularity seems to 
work both for and against his 
purposes. The poor Egyptian 
tends to idolize him, and'to 
dissociate him from the hated 
instrument of the tax-collecting 
government. On the other hand, 
however, the Egyptians expect 
the hero~leader to perform the 
necessary miracles, and so do 
not yet feel compelled to involve 
themselves in seeking solutions. 


Probably the strongest single 
factor tending to help overcome 
mass political apathy is Nasir's 
army. For the first time in 
modern history Egypt has an en- 
tirely indigenous army in which 
it can take pride. Only a few 
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years ago young men abhorred 
army service as menial, dirty, 
and beneath their dignity. Now 
military service is accepted as 
a national duty, a normal part 
of life. The army attempts to 
educate its inductees in politi- 
cal and other nonmilitary mat- 
ters. It is trying to incuil- 
cate in its 20,000 draftees a 
year a knowledge of the problems 
of Egypt and of Nasir's goals, 
and a desire to serve the 
country after returning to ci- 
vilian occupations. 


The results of this effort 
remain to be seen. The tens of 
thousands who served in Yemen 
may be more disenchanted with 
policies leading to years of 


futile warfare than impressed 
with the glories of working for 
Nasir’s revolution. 


Out Look 


Nasir has gradually estab- 
lished governmental control over 
almost every aspect of Egyptian 
life. The pervasiveness of that 
control, as in the Arab Socialist 
Union, would seem to undermine 
his hopes to bring a democratic, 
socialist society to Egypt. Un- 
less he relaxes some of his con- 
trols, the ASU or any successor 
organization will remain an in- 
strument for totalitarian rule, 
and his professed aims will re- 
main mere slogans. 
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DEPARTMENT OF STATE 


WASHINGTON RECEIVED ee 
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McGEORGE BUNDY’S OFFICE 
September 11,1965 


65 SEP LPM 


IN REPL reFeR to: L4388 
— CONFIDENTIAL 


MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Consultation of Ambassador 
Lucius D. Battle in Washington, 
September 16-25. 


acne netenenipmcinmnenetninedenitah satis icin ttns ettaiain cee LAitinmt NLECRey n n ame s 


Ambassador Lucius D. Battle will be in the 
Department on consultation beginning September 16 
Hee ee eee nepal 


fer a period of about ten days. 


i In view of the rather critical state of 
U.S.-U.A.R. relations at present, with the question 
of further aid to the U.A.R. unresolved, and 
considering that an Arab Summit Conference is 
scheduled to begin in Casablanca in mid-September 

7 at which the subject of Vietnam is likely to be 
much discussed, the President may wish to confer 
with the Ambassador. 
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MEMORANDUUM FOR MR. MeGEORGE BUNDY 
THE WHITE HOUSE 


SUBJECT: Suggested Response to Congressman Halpern's 
Letter Concerning GAO Report on Title IT 
Grant o£ Cort to U.A.R. 


Im accordance with Mr. Komer'e request of July 28, 
attached is a suggested response to Congressman Halpern's 
letter of July 24 to the President concerning the G.A.0. 
report on the P.L. 480 Title If grant of corn to the United 


Arab Republic in 1961. 


Thie suggested response is similar to a letter on this 
subject sen on August 13 toe Congressman Dawson, Chairman of 
the Howse Committee on Government Operations. 


ly. KILLS - 
Ab Mille re 
Executive Secretary 


Attachment 5: 


1. Suggested response to 
Congreseman Halpern's 
letter, 


2. Congressman Halpern's 
letter. 
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Desr Congrecumes Lalpexn: 

The President has asked we to ceply to ypor Lerver af 
July 24 in which you urged that the Prucident roconeider bis 
decision ta complace deliveries under the P.L. 480 Mrie I program 
im the United Avab Bepublic. tn this letter you nited findings of 
the General Accounting G£fice comeerning « gramt of comm to the 0.A.% 
im 1961. 

The Separtwent of State and the Agency fer Lnteruational 
Development divagees with the allegation contained in the €.4,0.'5 
geport that there was no core crop feliuve im the U.A.B. in the fell 
of 3961. the ¢.4.0.'s comelusion was based upon Egyptian statierier 
that becamt available in Neveuber 1962. the wepert alec atetes that 
the ¢.A.0. had seen no avidauee that the Enbesey had yerified tho 
waperte of erep danage. 

Despatuhes fron out Kebasey at Caire fram Oeteber 1961 
through Janoary 1962 estimated that the corn exop would ba dowa by 
about 25 per cent. The statiorics released by the Ménietry of 
Agriculitare in Hoveuber 1962 which veperted a goed axep ware not 
accepted at accurate by oar Wahasny. the Eabeasy'’s opinion was 
Supported by the knowkedge that the U.A.R. had onde meneive isports 
af a onw American tosenticide in aupent 1961 to combat the cotton 
leat worn, which slsc attached the corm crop. Further, the Agei- 
qulteral sttachd verified by ectuel fmapectian thet the cetron leat 
won wes alan causing extamaive deange fo the cera crap. This 
verification was delivered verbally at Eehescy staff avetings. 


sine See 


i 


a 2 « 


Finally, Embassy officers had observed wany of tha corn fields in 
the Catro and Giza governerates that had been badly damaged by 
abnormally high flood waters, It isa difficult to understand the 
G.A.0.'a reliance upon a aingle set of statiatics when retiable 
evidence available to the Embassy in the fall of 1961 indicated thet 
there would indeed be a crop failure. 

T¢ is true that approximately 83,000 tone of Title II corn 
were sold at the governorate level in the U.A.R. ‘The Agricultural 
Bank im Cairo has certified that, to balance these sales, an equi~ 
valent amount of Title I corn wae distributed free to needy persons. 
The distribution was carefully controlled by the came meane used in 
distributing Title Il corn. Eligible recipients were issued coupons, 
which identified in Arabic the source of the free corn. 

Embasey auditors carried out in six governorates a detailed 
audit, covering 33 per cent of the corn that had been sold. This 
audit confirmed the Agricultural Bank's certification to the satisfaction 
of our Bmbasay. 


Very truly yours, 


a 
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7 WASHINGTON L2ivy 
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The President canbe. 


The White House 
Washington, D.C. 


Dear Mr. President: 


| In its report to Congress of July 16th, the 
GAO revealed that almost half of the 186,000 tons 

of corn given by the United States to the United 
Arab Republic in 1961, was sold by that Government 
for profit. This assistance, valued at 23.7 million 
dollars, was accorded the U.A.R. on the basis of its 
claim that a famine would follow an anticipated crop 
failure. The GAO report cites that, in fact, no such 
crop failure took place, but in spite of this, the 
distributing agencies made no effort to investigate 
the use to which this aid was put. 


In light of this misrepresentation and abuse, 
of our assistance by a recipient nation, I urge you 
_to reconsider your recent authorization renewing 
the Agricultural Assistance program to the United 
Arab Republic, with the view of suspending any portion 
of the shipment to that country of the 37.5 million 
dollars remaining under our program. 


With my highest regard and all my good wishes 
always. 


Very sincerely yours, 
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MEMORANDUM FOR MR, McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Letter from the U.A.R. Ambassador 


We are enclosing for your information a copy of a letter from 
the U.A.R. Ambassador to the Secretary in which the Ambassador 
expresses his appreciation for the decision to resume PL-480 aid 
to the U.A.R. A copy of the Secretary's reply to the Ambassador 
is also enclosed. 


Enclosures: 


1. Letter from U,A.R. 
Ambassador. 


2. Secretary's reply. 


UNCLASSIFIED 
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Dear Mr. Ambassador: 


Thank you for your thoughtful letter 
concerning our efforts over the past several 
months to bring about an improvement in the 
relations of our two countries. I am pleased 
that these efforts have met with some success, 


Though problems between our countries 
remain, it is a source of satisfaction to me 
that the will to solve them exists on both sides. 
I look forward to a continuation of our frank 
and cordial exchanges. 


With best wishes, 


Sincerely yours, 


Dean Rusk 


His Excellency 
Mostafa Kamel, 


Ambassador of the United Arab Republic. 
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EMBASSY OF THE engi 
UNITED ARAB REPUBLIC LO06S 

WASHINGTON, D. C June 23, 1965 


Dear Mr. Secretary: 


The Assistant Secretary of State, Mr. Phillips Talbot, has 
been kind enough to convey to me the decision of the President 
of the United States to resume with the United Arab Republic 

the economic cooperation which was suspended a few months ego. 


On behalf of my Government and myself may I, Mr. Secretary, 
convey to you — and through you to the greut President of the 
United Stetes - our sincerest thanks for such a wise, important 
and far-reaching decision. 


I am confident that this step will not only strengthen our re- 

lations but also will create a favorable atmosphere for productive 
efforts which may help to stabilize the important area of the 
Middle East and enhence its development. 


I want you to know, Mr. Secretary, that my Government and myself 
are fully aware and most appreciative of the great efforts that 
the President, the Vice President, yourself, and your capable | 
aides have exerted during rather difficult times, in order to 
arrive at such an important decision. These efforts, I trust, 
will be remembered in the history of these troubled times in 
which we live as constructive and indeed farsighted. I am per~ 
sonally very much touched by your cooperation and masterful 
handling of this delicate issue. 


With kindest personal regards, 


Sincerely yours, 


A onlife KaweL . 


{ Mostafa Kamel 
Ambassador 


; The Honorable 

1 Dean Rusk 

Secretury of State 
Washington, D.C. 
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MEMORANDUM FOR RECORD eat 


l informed Undersecretary of Agriculture Schnittker that the President 
had approved last night the resumption of private US CCC dollar credit sales 
to the JAR, on the grounds advanced by Agriculture. However he did ao on 

would move this route be- 


credit for such sales. : icc Cie "ragiaee: was 3 willing to ist aonicuinga 
off the hook so long as in fact very little happened. Any new big applications 
should be cleared with the White House first. There also should be no special 
easing of credit terms (including time of repayment). Mr, Schnittker and 
later Ray loanes confirmed that they fully understood the drill. 


To make aure that no banks would be able to reinaure with the EXIM Bank 


as a means of providing credit, I also explained the situation to Harold Linder. 


He gladly agreed, saying that he had no intention anyway of providing credit 
reinsurance for such sales to the UAR. 


Subsequently Ray loanes told me that all prior applications had been with- 
drawn, and the only pending application was for @.8 million in wheat on 36 
month terms. When I questioned the 36 months to repay he convinced me this 
was the normal period on wheat, citing a long list of precedents. So I agreed 
that this was reasonable. loanes again confirmed his belief that very few if 
any sales were likely because the UAR simply could not get US bank eredit. He 
aleo reassured me that Agriculture gave no publicity to CCC credit sales. 


R. W. Komer 
Distribution 
aan Press DECLASSIFIED 
Bill Macomber Authority 2%le Le 1/~6-7F 


By. __, NARS, Date (-/4-77 
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MEMORANDUM FOR THE PRESIDENT July 2, 1965 


Despite the Javita speech, Congress and the preas reacted with 
restraint on the whole to the $37 million food for the UAR. There was 
relatively little other adverse comment, though Gruening, Farbstein, 
Pelly, Michaels and Horton said the axpected, The returns aren't all in, 
and we hear that Michaela may try to emend the appropriation to block 
all ald to the UAR. But the telling argument was willingness to honor a 
commitment, not sympathy for Nagser. 


We moved just in time to spoil partly a big Soviet propaganda coup. 
In desperation Nasser got Moscow to divert 300,000 tons of its own purchases 
from Canada and Australie, which he doubtless planned to announce with 
fanfare once he decided there was no hope from us. Nasser aleo apparently 
got aome wheat on credit from Mexico and Argentina, All this, plus the 
UAR's own crop, will fill Egyptian needs through the winter. So it relieves 
presgure on us, and gives us time to sort out our relations with Nasser. 


There'e a rumor that you feel we led you astray on the UAR by 
painting a grim picture of its inability to get food. I domtt believe this, 
because we put the case on straight political grounds of preventing a real 
bust-up between the US and UAR. Our chief hope was to forestall total 
UAR dependence on the Soviets for wheat as well as arma. Wetre still in 
this ballgame if we choose. 


New Problem. Releasing the $37 million has led to growing pressure 
on Agriculture from the trade and ites Hill friends to resume CCC credit 
sales. We've been sitting on about $30 million worth of applications for 
wheat, tobacco, pesreys etc. Agriculture is pressing to release these 
because they earn dollars and help meet PL, 490 usual marketings. It's 
algo odd that we would ate wheat under Titleel but not sell it for dollars. 


In fact, however, the UAR is so low on foreign euchange and ita 
eredit so poor that it cannot get the needed US bank guarantees to permit 
many lif any) dollar eales unless the EXIM Bank will reinsure these guarantees. 
Thus by authorising CCC sales, but not allowing EXIM reinsurance, we 


can have our cake and eat it too--avoid trade and Hili criticiem but etili keep 
the UAR on a short rein. I'd — that these email dollar sales generate no 
adverse publicity. Is this OK 
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Is it this bad? 
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MEMORANDUM FOR: The President 


Weekly Report 


1, Our TV Service arranged and filmed two special shows 
on Viet~-Nam for nationwide viewing in Japan last week. A ten- 
minute interview with Secretary Rusk was presented on Saturday 
ever Tokyo Broadcasting System and viewed by an audience 
estimated at eleven million. A similar 15-minute interview with 
Walt Rostow will be shown tonight on another network to an 
estimated 1, 500, 000 viewers. 


2. The U.S. Pavilion was definitely the major attraction at 
the Posnan International Trade Fair which closed Sunday after 

a two week run. A record breaking total of 76, 006 visitors 
passed through the Pavilion on June 21 breaking the crowd-control 
barriers aud railings in the crush. Our government wae ably 
represented at the Fair's opening ceremonies by Congressman 
Clement J, Zablecki, who delivered an address in Polish at the 
formal opening of our Pavilion. 


3. The reeumption of PL 480 aid to the UAR has prompted 
a rach of VAR press attacks on the U.S. coupled with lavish 
praise for the recently signed UAR agreement with the USSR to 
provide 300, 000 tons of wheat. Accusing the U.5. of trying to 
pressure the UAR by threatening to withhold ite aid, the Cairo 
press accuses the U.S. of being under Zionist influence and 
further alleges that the aid agreement is profitable to the U. 3. 
since it reduces its enormous surplus. 


We are attempting to counter these allegations through 
our Arabic broadcasts to the Middle East and cur press releases 
in Cairo. 
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‘ie The Cairo newapaper ai-Anram announced June 23 that 
details are being worked out for the production of a "Joint UAR - 
Chinese filn" on eventa in Egypt and Comrounist China. The 
paper, generally regarded as the unofficial spokesman for the 
Naseer government, said the film's theme would be the "struggle 
of the two peoples in building their two countries," Al-Ahram 
said that the theme had been suggested by Communist Premier 
Chou En-Lai during an Egyptian film festival held in Peking 
recently. 


5. On June 24 a time bomb was exploded in the USIS library 
which occupies the first floor of the U.S. Consulate General in 
Georgetown, British Guiana. This occurred shortly after closing 
time and the only person injured was a USIS employee who 
received minor cuts from flying glass. The building and the book 
collection were seriously damaged. Preliminary estimates are 
that sixty to ninety percent of the books will have to be replaced. 


July 6, 1965 


Yes, itis this bad; though not a major cam- 
paign. Embassy Cairo interprets it as pent-up 
frustration for being forced to beg a full six 
months. I see it also as frustration at having 
been one-upped on the big propaganda coup they 


planned on 1 July with announcement of 300, 000 
tons Soviet wheat, etc. 


iia mentees dma, 


We've gone back hard at UAR here and in 
Cairo (my initiative), saying this is a great way 
to re-establish confidence. ButI still see our 


resumption as a very smart move to forestall 


a full-scale confrontation. Sticks and stones..., 


you know. 
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| McGB: June 25, 1965 


To alert you, our press will soon have Cairo's announcement 
this morning (attached) that the Soviets are sending Egypt 300, 000 
tons of wheat. State will go along with Battle's recommendation 
not to comment beyond reminding that we've fulfilled our commitment. 
I've urged State to make sure our press on background has the facts 
on our deal just to keep the inevitable comparisons accurate. 


To put this 300,000 tons in perspective, our $37 million bought 
175,000 tons of wheat and 170, 000 tons of wheat flour (equivalent to 
234,000 tons of wheat grain). That only cost $22.6 million; the rest 
bought vegetable oil, non-fat dry milk and tobacco. So the Soviet deal 
(using our prices) nets out at about $18 million and less wheat. Besides, 
though the Soviets are reportedly selling for Egyptian pounds, we 
assume this will just be added to the trade account, so the Egyptians 
will have to pay in cotton eventually. 


es 


{ . The Cairo article gives the Soviets a nice propaganda play. 
However, we have no complaint on the low-key factual coverage our 
announcement got since we asked them to do it that way to minimize 
domestic flak. Our clearest gain is relief from pressure for a new 
agreement. 300,000 tons is about 50 days' supply for the UAR. With 
their own crops coming in plus our shipments, their supplies should 


take them close to year's end. 


HHS 
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CAIRO MENA IN ARABIC 0025Z 25 JUN 65 C/L 


(TEXT) CAIRO--THE POLITICAL EDITOR OF AL-AHRAM HAS LEARNED 
THAT THE SOVIET UNION HAS DECIDED TO IMMEDIATELY RESPOND TO THE 
UAR’S REQUEST FOR 300,000 TONS OF WHEAT. 


IN AN ATTEMPT TO SECURE WHEAT FOR AN UNEXPECTED LOCAL CONSUMER 
NEED IN THE NEW YEAR AND TO FOIL STRONG PRESSURE ON. THE. PART 
OF THE Us Se CONGRESS, THE UAR CONTACTED THE SOVIET UNION, AMONG 
Gnee COUNTRIES, INQUIRING ABOUT THE POSSIBILITIES FOR PURCHASING 
Ale 


PRESIDENT NASIR SPOKE OF THIS MATTER WHEN HE MET SOVIET 
DEPUTY PREMIER NOVIKOV. DURING THIS MEETING, THE UAR PRESIDENT 
SAID HE WOULD UNDERSTAND IN ADVANCE THE SOVIET UNION*S PSOTION 
IF IT WERE TO FAIL TO MEET THE UAR"S REQUEST BECAUSE THE SOVIET 
WHEAT CROP THIS YEAR HAS BEEN SO SMALL THAT THE SOVIET UNION 
ITSELF HAD TO IMPORT WHEAT FROM CANADA. 


YESTERDAY PRESIDENT NASIR RECEIVED A LETTER FROM SOVIET PREMIER 
KOSYGIN EXPRESSING IMMEDIATE SOVIET APPROVAL OF THE REQUEST WHICH 
PRESIDENT NASIR MADE TO NOVIKOV. 


KOSYGIN ASKED THE UAR CHARGE D° AFFAIRES IN MOSCOW TO MEET 
WITH HIM AT THE PREMIER'S OFFICE IN MOSCOW AND ASKED HIM TO 
INFORM PRESIDENT NASIR OF THE FOLLOWING AS SOON AS POSSIBLE: 


ONE=-FOLLOWING THE TALK WHICH PRESIDENT NASIR HAD WITH NOVIKOV 
ON 10 JUNE, THE USSR HAS DECIDED TO IMMEDIATELY GRANT THE 
UAR ALL FACILITIES IT REQUIRES FOR SECURING THE 300,000 TONS OF 
WHEAT IT HAS ASKED FOR. 


TWO--THE USSR REALIZES AND APPRECIATES UAR"S FIRMNESS IN THE 
FACE OF ALL ECONOMIC PRESSURES AGAINST IT. 


THREE==A FIRST CONSIGNMENT OF 200,000 TONS OF WHEAT WILL BE 
SENT TO THE UAR IMMEDIATELY. IN FACT, THE USSR CABINET HAS ASKED 
THE SOVIET FOREIGN TRADE MINISTRY TO DIVERT SOME OF THE SHIPS 
WHICH ARE CARRYING WHEAT PURCHASED FROM CANADA TO ALEXANDRIA, 
AND THAT ORDERS HAVE ALREADY BEEN ISSUED TO SOME OF THE SHIPS 
ACROSS THE ATLANTIC TO PROCEED TO ALEXANDRIA. 


FOUR=-KOSYGIN, BREZHNEV, AND OTHER MEMBERS OF THE SUPREME SOVIET 
SEND THEIR GREETINGS TO PRESIDENT NASIR. THEY APPRECIATE THE UAR’ 
STRUGGLE AND ITS PIONEERING ROLE AND ARE PREAPRED TO SUPPORT THIS 
STRUGGLE BY ALL MEANS. 


AL=AHRAM'S POLITICAL EDITOR HAS LEARNED THAT THE FIRST SHIP | we : o 
CARRYING WHEAT WILL ARRIVE ALEXANDRIA WITH 200,000 TONS THE DaYl y+ * 
AFTER TOMORROW. 
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Mac - June 22, 1965 


FYI, Agriculture will issue PAs for 
UAR $37 million tomorrow afternoon at 3:30. 


State will issue a defensive brief at 
tomorrow's briefing. Only mention of LBJ 
will be that he determined release to be in 
our national interest, 


As I mentioned in last chit to LBJ 
shortness of time remaining means we'd 
better go ahead in one $37 million bite rather 
| than earlier $17 then $20 million bites. 


Batten down the hatches for a minor blow. 
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Larry and Henry think you ought to 
call Celler. It would give the exercise 
more panache. If you won't, I will (though 
Geller doesn't know me from flypaper). 


RWK 
By_i.gl/ __, NARS, Date/ SA6-27 
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Mac - 


We ought to move ahead now on the briefing for Jewish Congress- 
men to help cover any flap over the final $37 million to the UAR, 
I'm waiting only for you to call Celler and start ball rolling--you 
could ask him to round up the clan. Or shall we ask O'Brien's office 
to contact him? Don't forget to swear them to secrecy. 


Lh Because of the Feldman precedent of having selected Jewish 
ny Congressmen over for briefings, O'Brien and Wilson suggest we do 
the same, and have the show in the little conference room between 
Oo - Lee White's and Larry's offices. 
Ba, 


We. 4 The following is the best list of Jewish House members I can come 
a. ie OUP with. However, we can check it out with Manny Celler, and ask 
oo ee his views as to who should and shouldn't come. 


_— 


6|Celler (D-NY) ©] Tenzer (D-NY) 

@]Farbstein (D-NY) ©| Scheuer (D-NY) 

@| Multer (D-NY) ©} Halpern {R-NY) 

OQ} Rosenthal (D-NY) ©| Joelson (D-NJ) 
| ©) Resnick (D-NY) Krebs (D-NJ) 

Ol Wolff (D-NY) Yates (D-Ill. ) 


As Larry sees it, the only Jewish Senator we really need to massage 
is Javits (Ribicoff isn't very active). You or I could go see him if 
desirable. 


! AONE 


RWK 
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we's Rusk's answer about Hill base-touching 
“4R $37 million. I hear Rusk is lunching 
yesident today. Should we shoot this in 


on the Us 
with the 
first? 


Unless we\go ahead pronto, no point in doing 
two bites of $17 ‘million and then $20 million. I 
like the two bite Mea, but there just won't be time. 


I rechecked the’ 0 June deadline, and reaffirm 
that agreement signed in October 1962 was for three 
fiscal years. Ball and\others told Congress in 
February that it expired 30 June. We also told UAR! 
There's an off-chance wé could justify amending the 
agreement, or issuing a A afte# 30 Juéhé and re= 
garding this as an amendm ae but this would be 


would regard this as a wernie b 
the last straw(especially sincd, 
ized us to give him). If we're koing to take the flak, 
let's do so now! ‘ 


DECLASSIFIED 


Authority Lhe. Ll [l-b-7F resect 


By_<f" _ NARS, Date ME7P 
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June 21, 1965 
MEMORANDUM FOR THE PRESIDENT 


Budget believes that, given the legislative 
history, you should sign attached determination 
on PL, 480 for the UAR. it will act be publiohed. 


State will merely say when aaked that you 
have determined the US should fulfill the exlating 
agreement, without commitment to any new one, 
To counter the talk about UAK viclations, we 
will cite UAR undertaking to work thease out to 
our syctual satiefaction. 


Because time ia se short we will sow go 
ahead in one bite inetend of two. Aleo, two 
bites would just prolong any atgument. 


CY 7 


Ne! 
J. Ronen!) ko 
June 19, 1965 2 Lt 
CONFIDENTIAL — = 


MEMORANDUM FOR: The Honorable 
McGeorge Bundy, 
Special Assistant to the President. 


Subject: Congressional Attitude on PL 480 for 
the United Arab Republic 


I am enclosing a memorandum prepared by Douglas 
Machrthur detailing specific Congressional reactions 
with regard to PL 480 for the United Arab Republic. 


G.w.'s. 
George W. Ball 


rue Copy 


mM 
aca 
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Enclosure: 


Aa stated. 
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Rusk, Mann, and MacArthur touched, 
base on the $37 million with nine people--* 

; Hickenlooper, Arends, Fulbright, Dirksen, 

Mansfield, Albert, Morgan, Bolton, and 

Adair, thus hitting both the Democratic and 


Republican sides. 


All agreed that ''our own best interests 
seemed to require us to make good on the 
remaining $37 million", though all favored 
waiting till after the end of the Senate debate. 


WI 


WK 
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8:00 p.m. 


MR, PRESIDENT: 


/, am absolutely sure we should do this-- 
because if we don't the explosion will be 
our fault. We can haggle like hell on 
the next phase. 
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? “ ay & 
MEMORANDUM FOR THE PRESIDENT 


Tab A is Rusk's formal request for a green 
light on the remaining PL 480 for the UAR, and 
the draft Determination (cleared by BOB) for your 
signature. 


Tab B is Rusk's view on how seriously Egypt 
. has violated the PL 480 agreement. It did not bar 
. sales to Communist states but did contain rice ex- 
port quotas and other provisions which the UAR 
probably did violate at least in 1964. 


‘ State argues that the UAR fell short of its ex- 

port quota in 1963 almost as much as it exceeded 
i in 1964, so these should be offset. We have this 

sort of problem with many PL 480 clients, and have 

| had to work them out by agreement. Agriculture is 
willing to go ahead on this basis so long as we put 
the UAR on notice that this matter must be cleared 
up, especially before any new PL 480 agreement. 
To meet any adverse publicity, we have the UAR 
Z Ambassador's authority to say that the UAR fully 

| . agrees to negotiate out any such issues to our mutual 
satisfaction. 


| This is a messy problem, and will generate some 
' flak, however we move. But the Secretary of State 
makes a powerful case for giving Nasser just enough 
rope to limit the risk of a difficult confrontation in 
the Near East. I can only add my sober judgment 

as your Middle East hand that he's dead right. 
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MEMORANDUM FOR THE PRESIDENT 


June 16, 1965 


Subject: Resumption of Public Law 480 Title I 
Shipments to the United Arab Republic 


Recommendation: 


1. That you sign the attached determination that the resumption 
of Public Law 480 Title I sales to the U.A.R. would be in the national 
interest,and 


2s That you authorize me to inform Congressional leaders and 
the Secretary of Agriculture of your approval of the immediate issuance 
of Purchase Authorizations covering $17 million of the $37 million 
outstanding under the 1962 Agreement with the U.A.R. with the remaining 
$20 million to be issued before June 30. 


at 


Discussion: 


The 1965 Supplemental Appropriations Act for the Department of 
Agriculture requires a Presidential determination of national interest 
as a condition precedent to completion of Public Law 480 Title I sales 
: to the United Arab Republic under the 1962 Agreement with that country. 
The attached draft memorandum is designed to record such determination. 


In view of the Congressional interest in this subject, the 
Congressional leadership has already been informed of the Administration 
view that the national interest requires this determination. In 
conversations with various officials of the Department and the White 
House staff, appropriate Senatorial and Congressional leaders have 
agreed to the necessity for proceeding with the determination. 


When you have signed the determination, I recommend you authorize 
me to inform the Congressional leadership and appropriate committee 
members as well as the Secretary of Agriculture that you have approved 
the immediate issuance of Purchase Authorizations for $17 million of 
Title I sales. I recommend you authorize us to proceed before June 30 
with issuance of the remaining $20 million of the $37 million outstanding 


| : under the 1962 Title I Agreement, 


! 
| Dean Rusk 
| 
Attachment: 
Draft Determination. 
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THE WHITE HOUSE 
WASHINGTON 
Presidential Determination 


MEMORANDUM FOR THE SECRETARY OF STATE 


SUBJECT: Determination that Sale of Surplus Agricultural 
Commodities to the United Arab Republic is in 
the National Interest 


In accordance with your recommendation of June 16, 1965, 
and as authorized by Public Law 89-2, approved February 11, 1965 
(79 Stat. 4), I hereby determine that it is in the national interest 
to finance exports of surplus agricultural commodities to the United 
Arab Republic under the provisions of Title I of the Agricultural 
Trade Development and Assistance Act of 1954, as amended, to the 
extent necessary to carry out the Sales Agreement with that nation 
entered into October 8, 1962, as amended. 


fact that the U.A.R. has not satisfactorily complied with certain pro- 
visions of the Agreement, particularly regarding rice export levels. 
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THE SECRETARY OF STATE 
WASHINGTON 
dune 17, 1965 


- 


ME ORATDUM FOR THE PRESIDENT 


Subject: Problems Involved in Completion of PL-480 
Multi-Year Agreement with the U.A.R. 


As I have recommended in an accompanying memorandum, I believe the 
time has come to complete delivery of the $37 million worth of agricul- 
tural commodities to the U.A.R. I maxe this recommendation desvite the 


Rice exports from the U.4.R. were limited by the Agreement. In the 

first year these were nearly 100,000 tons less than would have been 
permissible. In the second, they exceeded the limit by 134,000 tons. 

No linit was agreed upon for the current year but exports are dropping. 
Thus, taken into account as a whole, exports do net seen excessive. 

The U.A.R. has exported rice to Communist countries but it was not 
prohibited from doing so under the Agreement. It undertook, however, to 
assure that these sales did not increase the availability of such com- 
modicies to countries unfriendly to the United States. The performance 
of the U.A.R. in meeting its normal (commercial) marketing requirements 
has been behind schedule at times but is being brought up to date. More- 
over, the U.A.R. Government has confirmed an undertaking to work out with 
us_a mutually acceptable resolution of any differences on rice export 
levels or usual marketing requirements. The U.A.R. Ambassador has 
indicated that there would be no objection to making public this under- 


taking in response to possible queries fron the pres ; 
ee. o 
& yn fs 
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June 16, 1965 
—SEGREE-EINTT DISTRIBUTION —— 


MEMORANDUM FOR THE PRESIDENT 


Subject: Resumption of Public Law 480 Title I 
Shipments to the United Arab Republic 


Recommendation: 


1, That you sign the attached determination that the resumption 
of Public Law 480 Title I sales to the U.A.R. would be in the national 
interest,and 


2. That you authorize me to inform Congressional leaders and 
the Secretary of Agriculture of your approval of the immediate issuance 
of Purchase Authorizations covering $17 million of the $37 million 
outstanding under the 1962 Agreement with the U.A.R. with the remaining 
$20 million to be issued before June 30. 


Discussion: 


| . The 1965 Supplemental Appropriations Act for the Department of 

Agriculture requires a Presidential determination of national interest 
as a condition precedent to completion of Public Law 480 Title I sales 
to the United Arab Republic under the 1962 Agreement with that country. 
The attached draft memorandum is designed to record such determination. 


In view of the Congressional interest in this subject, the 

i Congressional leadership has already been informed of the Administration 
view that the national interest requires this determination. In 
conversations with various officials of the Department and the White 
House staff, appropriate Senatorial and Congressional leaders have 
agreed to the necessity for proceeding with the determination, 


When you have signed the determination, I recommend you authorize 
me to inform the Congressional leadership and appropriate committee 
members as well as the Secretary of Agriculture that you have approved 
the immediate issuance of Purchase Authorizations for $17 million of 
Title I sales. I recommend you authorize us to proceed before June 30 
with issuance of the remaining $20 million of the $37 million outstanding 
{ under the 1962 Title I Agreement. 


i ; RNeawCrck, 


| : Dean Rusk 
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SUGGESTED DRAFT STATEMENT 


MEMORANDUM FOR: The Secretary of State 
The Secretary of Agriculture 


SUBJECT: Determination that Sale of Surplus Agricultural 
Commodities to the United Arab Republic is in the 
National Interest 


| In accordance with Public Law 89-2, approved February 11, 1965, 
(79 Stat. 4), I hereby determine that it is in the national interest 
f to finance exports of surplus agricultural commodities to the United 
Arab Republic under the provisions of Title I of the Agricultural 


Trade Development and Assistance Act of 1954, as amended, to the 


extent necessary'to carry out the Sales Agreement with that nation 


_ entered into October 8, 1962, as amended, 


Lyndon B. Johnson 
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I would make this a straight Protocol visit, 
and go through it in 10 minutes -- 5 of them in 
a quick private talk with SADAT -- this would 
be easy to explain and would get small but 
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Wed. ,June 16, 1965 9:30 a.m 


MEMORANDUM FOR THE PRESIDENT 


We join Rusk in recommending that you see 
Sadat. For obvious reasons we have rarely had 
any top UAR officials here, while the Soviets 
go out of their way to invite Nasser and his 
people to Moscow (Nasser is going again in 
September). As a countermove President 
Kennedy approved in principle a Nasser visit, 
but the time never seemed ripe. 


\ 
| 
| 


Your seeing Sadat for even 20 minutes is less 
important for reasons of substance than as a 
gesture to show that the door is open. 


jf si 
Y Yes < ie ae Ke, WV. Koma 


R. W. Komer 


— ANE ae, 


McG. Bundy 
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THE SECRETARY OF STATE oa & 
WASHINGTON 
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June 11, 1965 


MEMORANDUM FOR THE PRESIDENT 


Subject: United Arab Republic Parliamentary 


Delegation 


Recommendation: 


That you receive Anwar Sadat, President of the U.A.R. 
National Assembly, and his delegation during their stay 


in Washington. The meeting could be brief and chiefly 
| ceremonial in nature. 
\ 


Approve Disapprove 


Discussion: 


Anwar Sadat is coming to the United States at the 
head of a five-man parliamentary delegation on U.S. leader 
grants. The group will be in Washington June 29 - July 3. 

Re RS ET 


Sadat ranks third in the U.A.R. hierarchy and is a 
close personal associate of Nasser. He is the highest- 
ranking Egyptian ever to be invited to visit the U.S. His 
reception here therefore will be watched closely by Cairo 
as an indication of future U.S. intentions toward the 
U.A.R. In addition, your receiving Sadat would contribute 


materially to easing the strained atmosphere in our relations 
with the U.A.R. 


i 
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Saw Kure 


Dean Rusk 


DECLASSIFIED a 
-/2~-8/' NSej] o7~ 
Authority State ia-a/; W3e [8-8] 


-/¢- 81 
e af 45, Date fa nanecnnncemeaten 


ec AP a a TE 


silgesian ss pital dpraave chad tay dart It aaltle eo Ne | 


7 ae Boe .Bve7 
I } 2 - 7 ae 


/. Kora 
DEPARTMENT OF STATE 


WASHINGTON =. & fES 


Sane 


June 5, 1965 


~ 


MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


Subject: Nasser's Blueprint for the 
"Liberation of Palestine" 


On May 31 President Nasser unexpectedly addressed the Second Annual 
Palestine Congress meeting at the University of Cairo. In keeping with 
the currently low estate of Arab fortunes, his words were blunt, stripped 
of the customary Arab rhetoric, and -- we think -- spoken in deadly 
earnest, They provide valuable insight into the secret proceedings of 
the recent Arab Prime Ministers' Conference, Nasser's preoccupations, 
and, possibly, his intentions. 


The following summary and commentary are based on a preliminary 
text. Nasser's remarks are indented, 


Arab _ and Israeli Objectives 


The Second Summit identified two Arab objectives -~ the 
immediate one of strengthening the defenses of those Arab 
states that had undertaken the counter-diversion of the Jordan 
River, and the long-range one of “eliminating Israeli imperial~- 
ism." The counter-objectives of Zionism/imperialism are the 
consolidation of Israel and the dispersal of the Palestinians. 
Israel's raids on Syria and Jordan are designed to destroy the 
7 Arabs' confidence in their ability to resist. The UK, France, 
Germany, Belgium, and the U.S. have taken Israel's side as a 
means of blocking the Arab revolutionary forces that threaten 
Western positions in the area. The U.S. says that, if the 
$ Arabs get more arms, it will give comparable arms to Israel; 


it is determined to maintain a "balance of power between the 
A Arabs and Israel." 


ree eet emma ees tll ttm nent mt a ne mem 


The Arab Dilemma 


The inevitable collision between the Arabs' parochial interests, 
and their ambitious program for Palestine has now occurred. The prin- 
cipal points of conflict were clearly identified in Nasser's speech: 


Yemen - Yemen and the U.A.R. are in conflict with the 
royalists, Saudi Arabia, and the British. 
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Germany - Three Arab states failed to respond to the 
U.A.R.'s call to break off relations. 


Tunisia - Since the Tunisian economy is oriented toward 


Europe, Bourguiba is unsympathetic with the Eastern Arabs' 
feud with Israel. 


Syria - The Syrians have criticized the Unified Arab 
Command (UAC) for failing to come to the rescue when Israel 
bombarded their counter-diversion works. They are asking 
for Egyptian air support but they refuse to give the Egyptians 
an air base in Syria and they claim the U.A.R. is hiding 
behind the skirts of UNEF. 


Palestinians - PLO leader Shuqayri has tendered his 
resignation in protest against the Arab League's failure 
to expel Tunisia. Jordan and the PLO are competing for the 
loyalty of the Palestinians, 


Lebanon - Lebanon has a major responsibility in the 
counter-diversion plan but refuses to allow other Arab troops 
on its territory. 


Nasser's Blueprint 


Whereas the Nasser of 1956 might have reacted to these frustrations 
by torpedoing the Arab League or declaring propaganda war against the 


Arab hold-outs, the Nasser of 1965 advocates conciliation, patience, and 
sacrifice: 


At the moment the Arabs are too weak to attack Israel, 
If the Palestinians think the future looks hopeless, they 
should look back at the real progress that has already been 
recorded despite Arab differences. Every Arab experiment, 
however limited in scope, has advanced the Arab cause toward 
the ultimate goal: 


The Arab League is a culturally and economically unifying 


force. By definition, it must follow the policy of the least 
common denominator. It should not be criticized for its failure 
to expel Tunisia or liberate Palestine. 


A step higher on the evolutionary scale comes the Confer- 


ence of Kings and Presidents (CKP), which has already far sur- 
passed the achievements of the League by setting up the UAC 
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and allocating 150 million pounds to strengthen the defenses of 
Syria, Lebanon, and Jordan. The CKP can be a medium for the 
gradual resolution of Arab differences, However, it has no 
supreme authority. It was unable to produce a unanimous break 
with Germany and it lacks the authority to send troops across 
Arab boundaries. 


The only force capable of liberating Palestine is Arab 
revolutionary action. It alone possesses the energy to mobilize 
Arab forces equal to the task. Since Palestine was usurped by 
the sword, it must be regained by the sword. The Arabs must be 
prepared to mobilize four million men if necessary. "The road 
of return is not strewn with flowers, it is covered with blood," 


The Role of the U.A.R. 


Just as the "top-secret British documents" published in the 
Cairo press last week identify Israel as imperialism's base in 
the Near East, they identify the U.A.R. as imperialism's most 
implacable enemy. The U.A.R. has broken relations with Tunisia. 
The U.A.R. is the keystone of the Arab revolutionary action. 


Alarmed by the formation of the UAC, Israel has launched 
the charge that Nasser is exploiting the Palestine issue in an 
effort to extend Egyptian dominion. This charge is demonstrably 
false. Egypt supports the Palestine entity, not to weaken any Arab 
state or leader, but to frustrate the Zionist/imperialist plot to 
liquidate the Palestinian people. The U.A.R. refuses to send 
Egyptian planes and pilots to Syrian air bases because the secession 
of 1961 shows they would not be safe, The U.A.R. cannot comply 
with the Syrian request for a counter-attack against the next 
Israeli border incursion, when the Arabs lack the strength -- 
particularly with 50,000 Egyptian soldiers in Yemen. The U.A.R. 
cannot comply with the Syrian request for dismissal of UNEF until 
the military balance is rectified, The U.A.R. cannot be accused 
of trying to colonize Yemen when it is pouring money into the 
Yemen economy. 


Reminding his listeners that he himself fought for Palestine 
in 1948, Nasser evoked enthusiastic applause when he told them 
Egypt was with them heart and soul. 


The Arab Choice 


Nasser's speech blasts the fiction that the Arabs within their 


present boundaries can ever dispose of Israel. "The force of the Arab 
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nation can only be mobilized through Arab revolutionary action." 
Nasser does not define this term, but he provides a significant 

clue when he says it “represents the masses in every Arab country." As 
he often does, he is speaking to people rather than governments. He 
has produced for general contemplation the thesis that the only Arab 


force capable of prevailing over Israel is a united Arab state. The 
inference is clear. If the Palestinians ever go back, it will be under 
the U.A.R, flag. 


Nasser clothes this message in conciliatory language. He advises 
the PLO against confrontation with the Jordanian Government now (sic). 
He is not even very hard on Bourguiba. But the essence of his message 
has important implications for neighboring governments. It is a quiet 


warning to the Arabs to pledge allegiance to Cairo or abandon the 
struggle for Palestine. 


Perhaps of more immediate importance is that Nasser publicly has 
rovided the Lebanese with rationale for not moving ahead with work on 


Jordan waters counter-diversion projects. Nasser said: 


"We are now unable to defend some parts of the Arab 
world....lf we are unable to divert the Jordan River 
toda then we must postpone it until we are ready to 
defend ourselves." 


dL 
Benjamin H. Read 
Executive Secretary 
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MEMORANDUM FOR ‘ 4 
THE PRESIDENT phe 


The UAR's request is for a CCC credit sale of 200, 000 tons of 
corn, which would cost it an estimated $10-12 million depending on 
market prices. 


l. This isn't aid. It is a private dollar sale whereby a private 
US exporter can buy from CCC for resale to the UAR after he gets 
a US private bank guarantee (just in case the UAR doesn't pay). The 
interest rate is 4-5% plus 1-1/2% for the guarantee. 


2. The terms are near commercial. In fact, we allow only a 
year to pay on corn, in order to permit US exporters to compete with 
European sellers, France just sold the UAR wheat on 3-year terms, 
Agriculture regards CCC sales as meeting normal marketing require- 
ments; i,e. as commercial sales not aid. 


3, Nor is this much of a carrot for Nasser. We made two CCC 
credit offers last year which the UAR never took up. So one problem 
is that such a gesture might be too piddling to accomplish much, 


4, There is no Agriculture press release, though Agriculture 
doesn't hide these matters and they could be picked up. If there is a 
query we could put out the above legitimate story, which our AID and 
State people think ought to carry weight with the Congress. In fact 
Macomber tried the CCC gambit on L. H,. Fountain yesterday and got 
a favorable reaction, 


We are living on pins and needles lest Nasser blow the whistle on 
US arms sales to Jordan and Israel, Even a minor gesture like the 
above could do a lot to keep alive Nasser's hope that he can still do 
business with the US. Once he decides he can't, we're in for a blow. 
The real test will come over the remaining $37 million in Title I 
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MEMORANDUM FOR THE PRESIDENT ; 


Small CCC Credit for the UAR, We've 
been keeping tight WH control over every facet 
of aid to Nasser, 


The UAR has requested CCC credit terms 
for 200,000 tons of corn (about $10 million worth). 
This would be a dollar sale on only slightly softer : 
than normal commercial terms, and is not , 
regarded as "aid," 


Even so, we'd be chary were it not that 
Nasser reacted very mildly when we told him ; 
about limited US arms sales to Israel, While 7 
this may be only the lull before the storm, it 
would make life a lot easier for us if he kept 
quiet, Therefore, State and our Ambassador 
see the CCC offer as a small and low key signal 
that we're still interested in doing business if 
he's a good boy. In fact Luke Battle's analysis 
(Cairo 3382 attached) is hopeful on this score. 


- Bundy and I agree with Rusk, but want to } . 
check it out with you. 4 
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SUBJECT 1" U.A.R. Request for New PL-480 Agreement 


PARTICIPANTS: H.E. Dr. Abdel Moneim Kaissounil, U.A.R. Deputy Prime 
Minister for Economic and Financial Affairs 
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H.E. Dr. Nazih Ahmad Daif, U.A.R. Minister of the Treasury 


H.E. Dr. Hamed Al-Sayeh, U.A.R. Assistant Under Secretary 
for Economic Gooperation, Banks, Credit, and Insurance 


H.E. Dr. Mustafa Kamel, Ambassador of the U.A.R. 


The Secretary 
William §. Gaud, Deputy Administrator, A.I.D. WS 


| : Raymond A, Hare, Assistant Secretary, NEA qe 


H. Earle Russell, Jr., Officar-in-Charge, U.A.R./Syrian Affairs 
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The Secretary said the President. appreciated President Nasser's _ 
gete-wéll message. Dr. Kaissouni added his best’ wishes for the President's 
prompt recovery and thanked the Secretary for his efforts to prevent 
domestic reactions that might have impeded the development of economic 


| 


' yalations with the U.A.R. | a 4 | 
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: _ oo _. ......* Dr. Katssount said he 
regretted any incidents that might have caused Congressional irritation, 
stressing that these difficulties were not organic and represented no 
change in U.A.R. policy. ‘The Secretary said he had no wish to minimize 
these problems but felt it desirable to put them behind us and move on 
from there. 


The Secretary inquired about U.A.R. rélations with the IBRD. The 
Deputy Prime Minister saw some improvement and hoped Mr. Woods' scheduled 
visit to the U.A.R. would prove fruitful. 


Regarding the UN Special Fund, Dr. Kaissouni indicated the U.A.R. 
had action pending on a number of matters but had no detailed information. 


Turning to the question of U.A.R. food needs, the Secretary asked 
about the timing and target dates for new U.A.R. procurement arrangements. 
Dr. Kaissouni said the U.A.R. would be out of grain by the end of calendar 
1965. He hoped for a new PL-480 agreement well before that time, preferably 
before the need for food became urgent. He wished to avoid the stresses 
involved in the release of the $37 million worth of residual wheat under 
the multi-year PL-480 agreement which had forced the U.A.R. to seek other 
supply arrangements. It was important to avoid losing the political 
impact of a prompt decision on the food supply issue. Delays would place 


the 0.A.R. in a difficult position at home both economically and politically. 


On the magnitude of U.A.R. rice exports, Dr. Kaissouni said that 
while exports varied with production, supplies sufficient for local 
consumption were always kept on hand. He acknowledged difficulties 
under the multi-year PL-480 agreement, indicating that in one year the 
U.A.R. had exceeded the prescribed rice export quota but that over the 
three-year term of the agreement U.A.R. rice exports were below the level 
permissible. 


The Secretary said the President had become déeply interested in 


_PL+480 sales throughout the world and questioned why we made wheat available 


on concessional terms to countries that exported food commodities. The 
Secretary wondered about the U.A.R. attitude on this matter. - Dr. Kaissount 


. said his Government did not focus upon specific exports of wheat or rice 


so much as on the general economic situation within the country. It : 
looked to concessional sales to bolster economic development. Over the | 
past years the U.A.R. had put PL-480 commodities to good use in stimulating 
economic growth, so that today the yearly rate of increase in the GNP was 


“about seven per cent. As their economy developed the Egyptian people 
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acquired a feeling of success and self-fulfillment. The greater the 
rate of growth, the greater the feeling of stability within the country, - 
and the more political forces could be directed to constructive ands. 
Since 1955 popular interest had centered increasingly on the issues of 
economic and population growth rather than on political issues. Successful 
economic development under the U.A.R. five-year program was conducive to 
the maintenance of friendly relations with the U.S. 


The Secretary inquired about the U.A.R. attitude on the purchase of 
food on the open market by countries benefiting from concessionary food 


sales. This posed a balance of payments problem for the U.S. Dr. Kaissount | 


noted that cotton failures in past years had adversely affected the U.A.R. 
balance of payments. ‘There had been improvement but the U.A.R. still had 
foreign exchange obligations amounting to LE 70-80 million. Under these 

circumstances, the 0.A.R. relied as much as possible on concessional wheat 
sales. To supplement these, it had to buy wheat from suppliers offering 


the easiest terms, @.g., Mexico, Greece, France. As mentioned to Ambassador 


Battle, the U.A.R., however, was prepared to consider the purchase of wheat 
under Title IV to meet U.A.R. supplementary food needs. To the Secretary's 


query as to whether a Title I/Title IV mix would be acceptable, he explained 


that U.A.R. purchases under Title IV from the U.8. could replace its normal 
purchases on the open market. Mr. Gaud observed that Title IV terms might 
call for two and one-half per cent interest, 15-20 years repayment, and a 
grace period up to two years. Dr. Kaissouni said that while the D.A.R. 

would be glad to buy supplementary wheat under Title IV it did not wish 

to replace Title I with Title IV since that would increase the drain on 

U.A.R. foreign exchange holdings. In this connection, Mr. Al-Sayeh noted 
that open market purchases posed a credit problem, and even under CCC the 
U.A.R. was required to deposit large amounts of foreign exchange to obtain 
necessary bank guarantees. ‘ 


Regarding the future projection of U.A.R. food needs, Dr. Kaissouni 
said he anticipated a gradual increase for the foreseeable future. The 


| rate of population growth in the U.A.R. was three per cent ani the 
‘ consumption increase five per cent. Although two years of experiments 


in expanding agricultural crop yields offered hope and the completion 
of the Aswan High Dam would result in an increase of about one million 
acres of cultivable land, food production seemed unlikely to keep pace 


‘with consumption. Increased food imports therefore would be required to 


meet increasing consumption. U.A.R. requirements for the coming year 
were set forth in the U.A.R. Embassy's Aide Mémoire submitted to the 
Department October 6. 


The general meeting adjourned and the Secretary continued his 
disdussion alone with Dr. Kaissouni. 
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Ambassador Kamel recounted conversations during the week with 
President Johnson and Mr. Bundy, primarily on the subject of the need 
to improve US-UAR relations, . 


on ace cnet iE Ratan tt cn ett ea . aS: ates anal 


| ; The Ambassador was obviously pleased that the President had 
| insisted he drive with him from the White House to the pier for the 
cruise aboard the "Sequoia" August 25, For the first hour aboard he 
sat at the President's left and had full opportunity to present the 
case for renewed aid to the UAR. He had tried to excuse himself 
several times, he averred, to permit the President to pay attention to 
other guests. The President, however, had displayed "keen interest" 
; and kept him at his side. The President finally asked him to continue | 
iy the conversation with "his boss", Mr. Bundy. After a short talk, the 
ke Ambassador was invited to call on Mr, Bundy at his office the following 


| ; nopnivie. whlch he-did. 
i 


/ . . 
The Ambassador said his presentation included a) the inexorability 
of the UAR'’s need and the interest of the U.S. in enhancing stability 
and affording an alternative to complete UAR reliance on the Soviets; b) 
the conviction shared by Nasser and most UAR officials that the CIA is 
; seeking to overthrow the regime; c) UAR capability to facilitate protec- 
tion of or- to harass U.S. interests in the Near East; d) the ability of 
the UAR to keep the Israeli problem "on ice;" e) the narrowing or 
elimination of most areas of US-UAR differences, i.e., Yemen, Congo, Cyprus, 


| Jordan Waters, 
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Ambassador Kamel said that Mr. Bundy told him Ambassador Battle 


would be returning for a review of policy in mid-September. and reiterated 
the President's assurances that we sought good relations. 


. « 
# ee oar 


Mr. Davies was gratified that the Ambassador had learned at the 
highest level of our sincere desire for good relations. On several . 
previous occasions he had answered the Ambassador's queries on aid pos- 
sibilities by noting that despite the Administration's wish to be helpful, 
the political climate was not propitious for the negotiation of a new 
agreement, The question of climate and timing are of the essence. Cairo 
must be brought to understand our willingness to work for improved relations 
based on mutual interest and mutual respect. The latter is an interest of 
the United States that cannot be disregarded, He did not mean that UAR 
criticisrsof USG policies were resented as such; we welcomed any dialogue 
to promote mutual understanding. However, insult or continued misrepre- 
sentation of U.S. intentions could not be accepted. Derogatory comment 
in a government-controlled press is bad; from government officials, worse; 
but from a chief of state, unacceptable. To be frank and, perhaps, un~ 
diplomatic, Mr. Davies felt it imperative to recognize that President 
Nasser had departed from usual norms in comments about the United States, 
and had been guilty of considerable misrepresentation of fact. His public 
statements as to conditions of our assistance, "sale, loans of pounds at 
4%, no loans for industrial development” and as to our objectives and 
suggestions during our supposedly confidential exchanges on arms limitation 
possibilities, had dismayed those in the Department working for improved 
relations. When he had raised the question of terms for a possible new 
agreement with an AID colleague, he had responded that when and if we 


negotiated an agreement, be sure it would be at least on terms President 
Nasser publicly asserted pertained to the last. 


tC. ' 


It noted that several most unfortunate developments 
had been used to sti?“Congressional resentment of the Administration's UAR 
policy and that any further opportunities given critics could only further 
embarrass efforts to improve relations, The Ambassador said he appreciated 
Mr. Davies' frankness but that he already had gotten the thessage." 


Mr. Davies regretted that President Nasser had departed Cairo before 
the Ambassador's tekzgram could have been delivered. 


Mr. Davies had on various occasions suggested that the Soviets were 
feeding false intelligence to President Nasser; he thought it possible that 
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The Ambassador said he would be most interested in 
of Communist material noted in Egyptian publications for 
and possible use with friendly officials within the Presi 


imulated some of his more unfortunate 


et 
bre 
< ., 


him with bad 


having a summary 


his own information ae 
dency. : 
Ae 
copy: “Se 


LYNDON B. JOHNSON LIERARY ~ 
so os 


COPYFLO-PBR - 


. ee . ; . 
“Ld 2 


Neagns 2s Ee Ne conesepampgean 
8/25765 UE y's OFFICE 


y 4 wieGEOR hike By 


Leaman of OM We 22 2- 
vemosgad® Bee 
# # # 


Date: August’ 23, 1965 


SUBJECT : U.S./U.A.R. Relations 
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During luncheon Ambassador Kamel again appealed for a "signal" 
of U.S. intentions on a new PL-480 agreement that he could transmit 
to Nasser before the latter's departure for Moscow. Nothing had 
happened since June 22 to give Nasser confidence that his relations 
with the West had a future. It was important that he not leave for 
Moscow, where the Ambassador was sure he would be plied with offers 
of aid, with the feeling that the West had abandoned him. Sterner 
said the U.S. Government was not yet prepared to give any assurances 
concerning its willingness to enter into a new agreement. We could 
however, affirm our continued deep interest in good relations with 
the U.A.R. and reiterate our determination to explore every possibility 


of resolving our differences. We envisaged talks at the highest level 
in an effort to get at these problems. 


The Ambassador said he had detected that unwillingness to give 


Nasser a signal before his departure for Moscow stemmed from a concern . 


that such a signal would make the U.S. look weak to the U.A.R. The 
Ambassador said it was ridiculous, in his opinion, for U.S. policy to 
be affected by such foibles. The U.S. was much too strong in-actual 
fact to worry about keeping up an appearance of being strong. U.S. 
policy had achieved all of its basic objectives in the Middle East. 
at an astonishingly low cost in terms of the nation's resources. 
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Were a few words spoken by a head of state in a moment of emotion, or some 
hostile press articles, to be placed in the scales with such achievements 
as the blocking of Sino-Soviet ambitions in the Middle East, keeping the 
Arab-Israel conflict in the "ice-box," or the uninterrupted flow of 

Middle Eastern oil to Western markets? 


Sterner replied there was no diminution of U.S. concern for the 
substance of our policy objectives in the Middle East. We recognized 
and did not underrate the accomplishments which the Ambassador had 
mentioned. However, it was important for the Arabs to realize that . 
these were accomplishments in the Arab interest as well as the interest 
of the U.S. We did not see why we could not continue along this mutually i 
advantageous course but do it in such a way that our relations were 
conducted on the basis of mutual respect. Was there anything inherent 
in the U.S./U.A.R. relationship that required us to be ultra-careful about 
U.A.R. feelings while at the same time patiently tolerating outbursts of 
the type made by President Nasser on December 23? There was a growing 
feeling within the U.S.G. that over the course of many years of generous 
aid outlays a number of recipient governments had forgotten the basic 
proprieties of diplomatic exchange. : 


ee ee 


Ambassador Kamel did not accept the argument. It was understandable, 
Pi he said, for "third-class powers like the U.A.R." to be preoccupied with 
matters of pride; it would be a disaster for the U.S. to lower itself to 
similar preoccupations. The U.S. was in danger of letting the realities 

of its policy objectives slip through its fingers for the sake of external 


appearances. Did we not realize that Nasser needed to attack the U.S. 
from time to time to justify his continued cooperation with us on our 
basic area objectives? Nasser was constantly under attack from far more 
radical enemies for being pro-American. 


With unmistakable genuine concern the Ambassador said he had become 
aware, over the past year, that the U.S. was adopting a new''get-tough" 
policy with some of the Afro-Asian states, the U.A.R. included. As a 
friend of the U.S. and an admirer of the enormous contribution the U.S. 
was making to the world he had the gravest misgivings about this new policy. 
"Getting tough'' was a fine idea providing you were sure the target of your 
policy had the freedom of maneuver to respond in the manner you intended. 
The Ambassador said he could not speak for Shastri in India or Ayub in 
Pakistan but he could assure us Nasser did not have much room for maneuver. 
A man in that situation would not respond rationally to pressure, at least 
not a man of Nasser's pride and temperamental make-up. Of course the 
Ambassador realized that the. U7S::did,not have to be "afraid" of a 
confrontation with Nasser. But he imploredjus not to underestimate the ', 
amount of damage Nasser could do to everything the U.S. had achieved in 
“the Middle East painstakingly over-the course of years. Was it worth it 
to the U.S.? pe y 
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’ Ambassador Kamel extended condolences on behalf of President Nasser on " 

‘ : the death of Mr. Stevenson. He also conveyed Nasser's appreciation for efforts 
throughout the U. S. Government leading to the resumption of sales under the 
PL-480 agreement and normalization of U.S.-U.A.R. relations. He considered 
this step more important than recent transitory differences. The improvement 
underlined the need to search for areas of agreement. Ambassador Kamel ; 
referred to earlier meetings with the Secretary in which he had noted that 
events obstructing U,S.-U.A.R. relations were not organic. No major U.S. 

} interests had been affected. All of the countries in the Near East remained 
unaligned. The Arab-Israel problem remained in the "ice box." Jordan Waters 
i 

| 


and the UAC had not caused a flare-up, and the flow of arms to the Congo had 
stopped. Patience, restraint, good will and diplomacy clearly brought bene- 
Fly ficial results. 


Commenting on future prospects for U.S.-U.A.R, relations, the Ambassador . 
said the Cold War was a fact that would continue for perhaps several decades. 
At times it might heat up; détente was the best we could hope for. The 
Communist Bloc would continue its efforts to extend its influence. The Near 
' East provided an attractive target and its loss would be a serious economic 
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blow to the West. Egypt is the largest country and the key to the area. An 
increase of Soviet influence in Egypt would extend to the whole Near East. 
Exclusive of Soviet assistance in arms and on the high dam, one-third of 
Soviet foreign aid went to Egypt. Egypt needed protection from Communist 
influence, To prevent the expansion of this influence the U.S, must maintain 
its presence. To date it had achieved this objective through the instrument 
of wheat sales. The Soviet Union, despite its massive aid, had gained little. 
PL-480 had kept the Soviets out and had preserved area stability. Without 
PL-480 Egypt would go to the USSR by default. This had nothing to do with 
the U.A.R. Government, leadership or people. 


The Ambassador said he had been directed officially to ask that the v.8.f 
Government consider renewing the food agreement that ended last June. Un- 
officially and as a friend, he warned that, if the United States did not 
provide such assistance, some Communist country would. The result would be 

a catastrophe comparable to the loss of China. As Egypt went, so would go 

the Near East. This catastrophe, however, could be avoided. Egypt believed 
in the Free World and wanted to retain its ties with the West. The Ambassador 
said that when he had met with Vice President Humphrey he had known the 

Soviet Union intended to send wheat to the U.A.R. He had therefore appealed 
repeatedly to the Vice President to resume PL-480 sales. As predicted, Soviet 
sales of wheat to the U.A.R. occurred. The Ambassador assured the Secretary 
that, if the United States did not give wheat to the U.A.R., the Communists 
would. He felt a responsibility toward his country, toward history, and 
toward his people which impelled him to say this. How could Egypt escape 
Communist domination if Communist countries fed, armed, and built up the 
country economically? He urged the Secretary to convey this message to the 
President, to the Congress and other key U.S. Government officials. Much 

had been achieved thus far despite unhelpful noise... He appealed for help 


for 5 Egypt and noted he was not prepared to discuss newspapers or other 


trivia. 
Specifically the Ambassador proposed that: 
iL, Talks begin immediately. This would cost nothing. A 
delay of even one or two days might be critical as others might 


have begun talks. 


2. The IBRD must move immediately to assist the U.A.R. 
economy. 


3. The U.S. should encourage the entry of Western capital, 
industry and commerce into Egypt. 


4. The Arab-Israel problem should be kept in the "ice box." 


a ae 


The Secretary thanked the Ambassador for his contribution to improving 
U.S.-U.A.R. relations and said he wished to discuss the subjects raised by 
the Ambassador with the President. Meanwhile he commented that: 


1. U.S. interest in Egypt related to its safety, pros- 
perity and independence. We had no objection to non-alignment. : 
We understood and expected differences of opinion between 


countries, We did not seek an alliance nor did we wish a 


satellite, 


2. We saw advantage to further discussion of U.S.-U.A.R. 
bilateral relations, We were not sure that our two Governments 
; had probed sufficiently to determine their common interests, 
7 We might benefit from further exposition of U.A.R. views, e.2., 
the concept of non-alignment and neutrality. We sometimes had 
the impression that non-alignment was unbalanced. 


3. We agreed that Israel should be kept on ice. 


} 

| 

| 

. 

4, We were unusually sensitive about China, Peiping and 

Hanoi because the life of the U.S. was involved in the outcome 
; of events in that area, We knew that peace was possible within 

| 48 hours if peaceful coexistence could be agreed upon. With 

| these sensitivities we were not always easy to live with. 


5. The matter of wheat needed further thought in the frame- 
work of our bilateral relations. The funds that provided this 
assistance came from the U.S, people. We had a problem of __ 
political management. _ : 


ea © MAL As professional diplomats we 
could agree that passing irritants should be overlooked. The 
| President, however, as manager of our political system could not 
| do so. It was difficult to handle matters within our political 
system unless the people felt a common interest in initiatives 


i undertaken, 


6. We freely acknowledged and appreciated that U.S.-U.A.R. 
relations had improved. This development enabled the President 
to make moves that were not possible three months ago. Bilateral 
i relations could not flourish solely on an economic basis. More 
Receptivity was essential to encourage private 
| investment. In addition, the manner and style of relations were 
important. Sometimes the form was as important as the substance 

if misunderstandings were to be avoided. 
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was required. 
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7. Regarding South Viet-Nam, it seemed that non-aligned 
countries could retain their positions of neutrality by supporting 
the 1954 Geneva Convention. 


The Secretary said he hoped for another meeting with the Ambassador after 


he had talked with the President and his colleagues. 


Ambassador Kamel acknowledged that sensitivities were important and could 
not be overlooked. He referred to Nasser's CBS interview and his emphasis 
upon the importance of the future and need to bury the past. Progress had 
been achieved; it was important to grasp its fruits. He said it was not 
necessary to sign an agreement now, but important to initiate talks promptly. 
President Nasser would appreciate knowing exactly what the situation was. 

This was a very serious matter to the U.A.R. 


The Secretary agreed to meet with Ambassador Kamel on July 20. 
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Ambassador Kamel expressed appreciation for being received. He conveyed the 

i good wishes of President Nasser to the President and "to the newly~weds", = 
Kamel then said that President Nasser had very much appreciated the President's 
photograph. President Nasser valued it highly not only for its own value but 
also as a symbol of the President's wish to have good relations. Kamel then 

presented Nasser's photograph to the President and said it was being given in 

j the same spirit. The President expressed thanks, 


Ambassador Kamel [ 
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The President thanked Ambassador Kamel for his presentation. He noted 

that he was leaving Washington within a very short time. He would not 
attempt to discuss each individual point raised by the Ambassador. He 
would ask Messrs. Hare and Rostow to analyze the purport of the 
Ambassador's presentation so that he could review it. The President said 
that if the Ambassador had any further points to make they should be com- 
municated to Mr. Rostow. 


The President welcomed Ambassador Kamel's statement on nuclear safeguards. 
He expressed the hope that the Yemeni talks would succeed. He said that 
the US desired improved relations with the UAR. He did not feel that 
there were any basic differences between us. He respected the efforts 
which had been made to improve these relations. Improvement would come 
more easily if our differences could be discussed quietly and not publicly. 


As a final point Ambassador Kamel stressed the importance of PL 480 
assistance to Egypt and his hope that an agreement could be accomplished 
by early next year. 
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Memorandum of Conversation 


Participants: The Secretary 
Ambassador MacArthur 


Congressional Leaders 
Subject: PL-480 and the United Arab Republic 


The Secretary met before luncheon with House Majority 
Leader Albert, House Minority Whip Arends, Chairman Morgan 
of the Foreign Affairs Committee and (in the absence of 
Mrs. Bolton) Congressman Adair second ranking Republican 
member of the Foreign Affairs Committee, to explain the 
difficult decision that the President would have to face, 
probably by or before June 1, with respect to the remain- 
ing $37 million of our three~year foreign aid commitment 
to the UAR. The Secretary explained how we had linked 
the remaining $37 million to a cessation by Egypt of arms 
for the Congo rebels and that in April, for a variety of 


-reasons, probably including our stand, Nasser had stopped 


arms shipment to the rebels. If, in the face of his 
action, we do not make available the remaining $37 
million, we risk losing all leverage on him and seeing 
a polarization of the Near East with the Soviet Union 
backing the Arabs and ourselves placed in the position 
of backing Israel. 


Furthermore Nasser has in recent weeks taken a some- 
what less unhelpful position on other matters. He has 
agreed to accept the Vienna safeguards for any large 
nuclear reactor and has indicated that Arab diversion of 
the Jordan waters should not result in depriving Israel 
of about what it might have expected under the Eric 
Johnson plan. While this is not as satisfactory as we 
would wish, Nasser has been somewhat less militant. 


The Secretary 
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The Secretary explained that ne was not talking about 
future aid to the UAR which would depend on a number of 
factors, including reaching a better understanding with 
Wasser on a number of points, and that insofar as future 
programs were concerned we would certainly consult with 
the Congressional Leadership before taking any action. 
Furthermore before we could consider any future programs 
we would have to have some very serious talks with Nasser. 
The Secretary added that the amendment that the House 
Foreign Affairs Committee added to the AID bill limiting 
aid programs to Egypt to one year and requiring a Presi- 

ential determination was one we could live with, but we 
could not live with any amendment that denied AID and gave 
us no flexibility nor ability to influence Nasser. 


The above-mentioned Congressional Leaders all ex- 
pressed understanding. There was some concern about the 
timing in relation to the House hearings of the foreign 
aid bill and Majority Leader Albert and Chairman Morgan 
agreed to examine the timing problem and give us their 
impressions next week, None of the leaders expressed 
opposition although the Secretary did not ask them to 
commit themselves finally as no decision had been reached 
by the President. 


In the afternoon, the Secretary met again with 
Majority Leader Mansfield and Minority Leader Dirksen. 
and went over the same ground. While both Senators 
expressed the belief that there would be some highly 
critical voices raised in the Senate, they did not in- 
dicate personal opposition and seemed to feel that if 
the decision were taken to fulfill the remaining $37 
million of our three-year commitment, it could be 
manageable, if it were explained that this did not re- 
late to future aid but was the fulfillment of a con- 
tractual obligation we had made some three years ago. 
Senator Dirksen stressed his belief that the only defense 
that would wash was that we were fulfilling contractual 
obligations. 


The Secretary 
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The Secretary noted to both the House and Senate 
leaders that we could not publicly use the information 
that we had linked the $37 1aillion to an agreement by 
Egypt to cease arms aid to the Congo rebels and Nasser 
had backed down and stopped sending arms. However he 
noted the New York Times had recently carried an article 
that said an Egyptian official had stated in Cairo that 
arms to the rebels had been stopped and that if necessary 
the Congressional Leaders could quote the Times article 
and if the State Department were queried by them we 
would confirm that our information also indicated arms 
shipments had ceased. 


Ambassador MacArthur, who was present at the 
above meetings, went over the same ground with Mrs. 
Bolton later in the afternoon. She said she understood 
the situation, was sympathetic and if we were obligated 
to go ahead with the remainder of our commitment, she 
would go along with us. 
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Yes, with O'Brien. What itis not a lot of sweat for 
is the President's own judgment, and the more 
sweat now, the less later. 
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Here's most convincing re-argument 
on $10 million CCC sale offer to UARI can 


Macomber, Jernegan and co. (who've 
spent a lot of time on Hill recently) think we 
could get away with it. 


Manatos says we might (especially if 
only six-month credit terms involved), but 
suggests we touch base with Fulbright, Mans- 
field, Aiken first, O'Brien thinks we should 
also touch base with Doc Morgan, Wayne Hays, 
and Zablocki in the House. Should I? It's a 
lot of sweat for a piddling signal. 
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r Mr, Ibrahim approachec Dr. Scoville ae LASA inauguration 
ceremonies to press for the acceptance of a threshold and a moratorium ™ 
om all nuclear tests in accordance with che UAR proposal at the ENDC, 
he stressed that such a measure was essential toward haiting proiifer-~- 
ation and that the risks involved in a moratorium were minimal and 
more than compensated for by the value of such a4 measure, varticularly 
if a time limit were placed on the moratorium, Dr, Scoville stressed = «_ 
the unacceptability of a moratorium to the U.S, Government, Our past 
experience with such a moratorium was most unsacisfactory and it was a“ 
almost inconceivable that the United States couid accept such a 
measure which would be essentiaily an unverified nuclear test ban, 

Time limits are most unsatisfactory in such a situation since the 
cressures to extena are aiways extreme. He pointed ouc that a 
threshold by itself mignt be more acceptable aithough one would have 
co recognize its limited vaiue ana chat it should not be allowed to 
intérfere with the eventual accomplishment of a comprehensive test 
ban, Aithough Mr, Ibrahim would not concede on 4 moratorium, he 
gave the impression of being somewhat impressed by the firmmess of 
the. U.S. position, and it is believed that the UAR may possibly 
attempt to separate the threshold proposal from the moratorium, 
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The Secretary told the Foreign Minister that we had 
the general impression that Soviet Foreign Minister Gromyko 
had brought no new problems and no new solutions on his 
current visit to the UNGA. Although the Secretary's own 
conversation with Mr. Gromyko this week had been relatively 
relaxed and friendly, the Secretary said he did not foresee 
very fast movement on outstanding bilateral problems with 
the USSR until some progress is made on a Southeast Asia 
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settlement. The Secretary noted that we are conscious of 
the Soviets being under brutal attack by Peiping and that 
of course complicates any disposition by the Soviet Union 
to move forward on bilateral relations with the United 
States, 


The Secretary told the Foreign Minister that in our 
search for a solution in Vietnam we are regularly in touch 
with the other side in a variety of ways but we have not 
yet perceived any basis for moving toward a peaceful settle- 
ment. 


The Secretary expressed appreciation for the interest 
taken in the problem by President Nasser. He noted particularly 
that the 17-nation appeal had been helpful even though it 
had not achieved the hoped-for results. The Secretary stated 
his belief that if the non-aligned nations could give public 
support to the 1954 and 1962 agreements as the basis for 
Southeast Asia negotiations, this could help to get some 
forward movement. The Secretary emphasized that in the 
search for a way to peaceful outcome in the Southeast Asia 
conflict, the crucial opportunity may come through some 
initiative that we cannot now anticipate, He assured 
the Foreign Minister that if the UAR gets any indication 
along this line we would want to know about it. 


The Foreign Minister said that he had given consider- 
able study to the problem of Vietnam and had come to 
surmise that the other side has yet to be convimed that the 
US Government really wants to settle the matter or much 
less to leave the decision to the Vietnamese people. The 
Foreign Minister also indicated that he believed North Vietnam is 
unconvinced of our intention to withdraw United States forces 
after a settlement. 


The Secretary reminded the Foreign Minister that our 
declaration regarding the eventual i thavawel/Shc forces 

was not merely a commitment to the other side but that it 
is a commitment to the American people as well. Even so, 
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the Secretary added, if we shouli come home and trouble 
should break out in Vietnam again, we would come back 
again. 


In discussirg the cessation of bombing, the Foreign 
Minister posed a rhetorical question as to what the United 
States is achieving by bombing North Vietnam. The Secretary 
pointed that we too have been subjected to bombing by Viet 
Cong in South Vietnam for years. The Secretary saw no 
difference in principle between bombs carried by foot 
soldiers and those delivered by airplanes. 


Ambassador Kamel suggested that North Vietnam is under 
pressure from Peiping and is therefore not free to negotiate. 
The Secretary predicted that if Hanoi could be brought 
to the conference table, the North Vietnamese might be 
frea to negotiate when removed somewhat from Chicom pressures. 
Ambassador Kamel speculated that the long-range objective 
of Peiping's intransigence on the Vietnam negotiating issue 
might be a Chinese desire to "normalize" their overall 
relations with the United States. 


The Secretary reminded the Foreign Minister and 
Ambassador Kamel that the periodic conversations in Warsaw 
with the Chinese had never been productive because the 
Chinese put up a fundamental obstacle by insisting on our 
surrendering the eleven million people of Formosa to 
Peiping against their will. 


Returning to the subject of Vietnam, the Foreign 
Minister agreed to study the transcript of the Secretary's 
public statements on the "Four Points" and to compare 
our statements with commentaries on the same subject 
published by Hanoi. The Foreign Minister undertook to stay 
in touch with us, emphasizing that he is taking every 
opportunity to continue his dialogue with the Chinese 
and North Vietnamese representatives in Cairo. 
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The Secretary observed that there now appeared to be 
no major, pressing conflict of interests between our two 
governments. He expressed the hope that continued quiet 


diplomacy could yield further progress on outstanding 
| questions on which both governments were conscious of 
having differing interests. The Foreign Minister agreed 
that if we could continue our guiet contacts there was a 
prospect for creating better understanding. 
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The Foreign Minister's remarks on this subject focussed 
on population increase and the consequent rise in domestic 
consumption of agricultural production. He forecast a 
severe foreign currency shortage over the next four to five 
years until the program ge agricultural productivity showed 
results. He emphasized/need of the UAR to import foodstuffs. 
The Foreign Minister also cited the prospect that interest 
charges on foreign loans would be especially burdensome during 
the next five years. 
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SUBJECT : Deficit Financing of Economic wv y 


Progress in Egypt 


1. The attached report discusses the economic 
development of Egypt and the means used to finance 
it. 


2. The report notes that Egypt has made sub- 
stantial economic progress in recent years, particu- 
larly in the last half decade. Since 1952, however, 
economic expansion has been financed by depleting 
foreign exchange reserves and by amassing large 
domestic and foreign debts. The domestic debt is 
currently more than $1.5 billion, and the foreign 
debt, though a closely guarded secret, probably more 
than $2.5 billion. 


3. The report concludes that total expenditures 
for investment and consumption in the new plan cannot 
be met with funds easily available from domestic and 
foreign sources. 
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FOREWORD 


Evaluation of the economic situation in Egypt (the United Arab 
Republic) is based primarily on official Egyptian statistics, which 
mainly are on a fiscal year basis (1 July to 30 June). Although these 
data contain some distortions, in part the result of inadequate statis- 
tical collection and compilation facilities, the statistics used herein 


are adequate for the purposes of this report. 
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DEFICIT FINANCING 
OF ECONOMIC PROGRESS IN EGYPT* 


SUMMARY 


Expansion of the economy of Egypt (officially known as the United 
Arab Republic) since the 1952 revolution has been financed by de- 
pleting foreign exchange reserves and by amassing large domestic 
and foreign debts. Expenditures for institutional reforms and the 
military forces have added to the pressure on financial resources 
resulting from ambitious economic development programs. Barring 
the discovery of oil in quantities far larger than currently known re- 
serves, continued deficit financing will be necessary if both domestic 
and foreign exchange costs of the present development plan are to 
be met. With the level of both domestic and foreign debts already 
high and further economic development a critical necessity, the free-" 
dom of action of the government will be limited for the foreseeable 
future. 


The past half decade, in particular, has been marked by substantial 
economic progress. For the first time in the 20th century, economic 
expansion outpaced population growth. During the five years end- 
ing in June 1965, Egyptian gross domestic product (GDP) increased 
at an average annual rate of almost 6 percent, whereas population 
increased at a rate of 2.6 to 2.8 percent. Gains in agricultural output 
kept abreast of population growth, while industrial production ex- 
panded about 9 percent a year. Economic growth and welfare pro- 
grams of the regime have combined to bring about a more equitable 
distribution of income and social benefits than in prerevolutionary 
times. Everything considered, the accomplishments of the Egyp- 
tian economy compare favorably with those of most other less de- 
veloped countries. : 


Progress, nevertheless, has been expensive. Spending in excess of 
current income has been a way of life for the regime, as mounting 
internal and external debts testify. After 1952, domestic debt in- 


* This report was produced by the Office of Research and Reports; the estimates and con- 
clusions represent the best judgment of the Directorate of Intelligence as of 1 May 1968. 
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creased at an average annual rate of more than 17 percent, and for- 
eign debt increased even more rapidly. Expansion of the money 
supply resulting from the increase in domestic debt created strong 
upward pressures on prices—pressures which became especially acute 
in the last three years. The government’s domestic debt is cur- 
rently more than $1.5 billion—a sum greater than its annual rev- 
enue. The foreign debt is a closely guarded secret but probably 
amounts to more than $2.5 billion—a sum equal to over half of the 
annual aggregate value of goods and services produced. Moreover, 
servicing commitments on the external debt, estimated to amount to 
about $240 million in 1966, use up one-third of the foreign exchange 
available each year. 


Total expenditures for investment and consumption set forth in 
the new development plan cannot be met with funds easily available 
from domestic and foreign sources. Nevertheless, investment can- 
not be stinted without seriously jeopardizing the momentum of eco- 
nomic growth. Thus the regime is left with difficult but unavoidable 
policy decisions—curbs on consumption to increase domestic funds 
available for investment, changes in the subsidy program, tax revisions 
to hold down another source of inflation and to reduce demand. for 
consumer imports, cutbacks in welfare programs, and serious attempts 
to get optimum output with existing plant and investment. Popula- 
tion has expanded much more than anticipated by Egyptian planners; 
control programs now are beginning to be introduced on a wide scale, 
but at least a decade will pass before any drop in the current annual 
growth rate of almost 3 percent can be expected. 


Price increases and higher income tax rates announced during the 
first week of December 1965 should help to ease some of Egypt's 
financial difficulties. These moves, made by a cabinet which had been 
in power for just over two months, suggest that the regime finally has 
determined to recognize and tackle its serious domestic economic 
problems. Although the net effect of the new price and tax measures, 
if they are enforced, will be beneficial, Egypt probably will continue 
to face foreign obligations and internal financial requirements well in 
excess of domestically available resources. 


On 1 May 1966, Nasser announced that the new plan period would 
be extended from 5 to 7 years, somewhat easing the demands on 
limited resources. He also stated that net foreign borrowing during 
the seven-year period would be held to the level of the preceding five- 
year period—that is, a 30-percent reduction in annual foreign bor- 
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rowing. However, investment plans consequently, would demand an- 
nual domestic savings 80 percent higher than the level attained in the 
past five years. Foreign credit currently available for financing the 
investment plan exceeds the announced borrowing goal, and substan- 
tial cuts in the level of annual drawings on foreign loans clearly can- 
not occur if total investment goals are to be approached. 


Thus Egypt will remain dependent on long-term assistance from 
abroad. Through 1965, Cairo had received four times as much eco- 
nomic assistance from the Free World as from the Communist coun- 
tries. For both economic and political reasons, however, Western 
countries and banks avoided new commitments during 1964 and 1965. 
Early in 1966, the ratio of long-term assistance available was about 
two to one in favor of the Communists. A number of new Western 
obligations were under discussion, .but adequate Western financing 
undoubtedly will be forthcomirig only if the Egyptians exercise suf- 
ficient economic and political restraint. 
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1. Background 


In July 1952 a band of military revolutionaries seized control of 
Egypt and expelled King Farouk; essentially the same group rules 
today, but the state that they control has been transformed in many 
ways. Sweeping political and social change was the initial focus 
of activity. Fundamental changes in the economic structure itself 
were introduced less quickly. Comprehensive efforts to raise the 
rate of economic growth and change the relationship between in- 
dustry and agriculture did not get under way until 1960. 


At the time of the revolution, Egypt presented the familiar picture 
of a dual economy—a small modern sector within a listless, tradition- 
bound society. A densely settled and rapidly expanding population 
was pressing hard on limited" agricultural resources. Outside of 
agriculture, prospects were restricted by a lack of capital and train- 
ing and by a scarcity of known mineral resources. The impover- 
ished, the uneducated, and the diseased made up the vast majority 
of the population. Great inequalities existed in the distribution of 
income and wealth. More than one-half the rural population either 
owned no land at all or had holdings of Jess than one-half acre. 
The 12,000 largest proprietors owned more than 34 percent of the 
agricultural land, whereas 2 million smallholders combined owned 
only 13 percent. Control over organized industry and foreign trade 
similarly was concentrated in a few hands. Rents, profits, and in- 
terest made up a major share of national income, and fiscal policy 


did little to alter income distribution. 


The new government gave immediate attention to reducing heavy 
concentrations of wealth, with initial emphasis on agricultural hold- 
ings. Among the first reform measures was one imposing a ceiling 
of 200 feddans* (later reduced to 100) on land ownership. Redis- 
tribution of land was accompanied by rent controls, reduction in 
land taxes, and an extensive program of assistance and guidance for 
the small farmer. The reform movement then was extended to other 
sectors of the economy, and the process of change gathered mo- 
mentum. 


Three circumstances—a development plan, a crop failure, and a 
foreign exchange shortage—converged in the early 1960's to alter 


* One feddan is equal to 1.038 acres. 
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sharply the status of the Egyptian economy. Nasser and his follow- 

ers embarked on an ambitious economic development plan requiring 

investment well in excess of previous levels. The program was barely 

@ under way when a crop failure occurred in 1961, and the foreign 

| trade deficit more than doubled in 1962. The increased drain on F 
foreign exchange appeared just as large foreign exchange holdings 1 
inherited from the days of Farouk were almost depleted—partly 
because of payments to the Sudan and to former owners of the Suez 
Canal and partly because of the cumulative effects of more than a 
decade of trade deficits. As a consequence, the gross foreign cur- 
rency debt increased markedly (see Figure 1). q 1,8' 


This deficiency of foreign exchange continues and is the most im- 
portant single factor affecting the economic outlook; in the past 13 : 16 
years, Egypt has spent more than $3 billion in excess of earnings.. . 
| Available sources of hard currency have been all but exhausted, and a 
@ creditors approach Cairo’s loan requests with extreme caution. ne J 
Egyptian economic policy reflects two continuing (and competing) oS 
goals: construction of an industrial base for the future and provision 1,3 
of an improved standard of living for the present generation. Eco- 
nomic growth, as represented by industrialization, is important to : 1,¢ 
= Nasser’s image at home and abroad. Domestic stability, which 
depends on maintenance of the standard of living, is also important, : 
and financially desirable policies frequently have been abandoned : 
| in the face of incipient discontent. The Nasser government's am- i 
bitious and expensive international policies also compete with eco- 
nomic goals for scarce resources. 


Israel still is considered Egypt's foremost international problem 
: despite Nasser’s recent admission that the Arabs presently are in no 
position to fight. Nasser not only has spént large sums in efforts to 
improve his military position vis-a-vis Israel but also has shown a 
willingness to risk his relations with West Germany over the issue 
of arms deliveries to Israel. Diplomatic ties with Bonn, the source 
of $292 million in economic credits over the past seven years,’* are 
in a state of suspension, although both parties have taken a rather 4 


casual approach to the impasse. 


| filitary preparedness and prestige have taken precedence over 
civilian requirements for many years. Nasser recently stated that 


Sen mereptenrey eer ee TT aT 


| * For serially numbered source references, see Appendix B. 
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Figure 1] 


“FOREIGN TRADE AND FOREIGN CURRENCY DEBT 
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military expenditures, including those for advanced weapons programs 
and military factories, would exceed $500 million in the fiscal year 
ending 30 June 1966.* The operating budget of the armed forces 
for FY 1966 amounts to $327.5 million. Scarce resources are being 
devoted to advanced weapons programs costing between $35 million 
and $50 million a year with minimal results to date. Determined 
to match Israel tank for tank and jet for jet, Nasser has purchased 
military hardware valued at $1.3 billion from Communist countries. 
With attractive prices and liberal repayment terms, the bill totals 
$610 million, about $195 million of which remains outstanding as of 
1 January 1966.’ 


Egypt's posture elsewhere on the world stage also has been sup- 
ported at considerable expense. To remain a leader of the Middle 
East, Africa, and the nonaligned world, Nasser has felt obliged to 
engage in ventures which are costly in themselves and which threaten 
relations with Western sources of urgently-néeded assistance. The 


financial costs of foreign involvements range from a $60 million annual _ 


bill for the war in Yemen * to modest replacement costs of small arms 
donated to a smattering of “national self-determination” movements. 
Arms, teachers, technicians, scholarships, propaganda, subversion, and 
industrial equipment are all factors in supporting his image and 
prestige. These ventures—except for the war in Yemen—require 
little direct outlay of money. Nevertheless, Egyptian participation 
in the Congo squabble was partly responsible for suspension of US 
aid amounting to more than $200 million annually. Although food 
shipments under an existing P.L. 480 agreement eventually were 
resumed and a new short-term agreement subsequently was con- 
cluded, the future of the US program in Egypt remains equivocal. 


The dominant position of political objectives. in economic decision- 
making appears to have weakened in the past year. In the fall of 
1964 a serious foreign exchange crisis was averted only by selling gold 
and by refunding obligations to creditors throughout the world. 
Foreign exchange expenditures now are being allocated by a special 
committee headed by Prime Minister Zakariya Muhyi al-Din, and 
hard currency outlays of the armed forces are being routed through 
the Treasury Department for the first time. Nasser has admitted 
publicly that development goals for 1970 will not be met, and the 
Second Plan has been stretched from five to seven years. The original 
budget for FY 1966 appeared slightly more realistic than its prede- 


* The Egyptian fiscal year (FY) runs from 1 July to 30 June. 
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cessors, and a number of tax and price revisions introduced in the 
middle of the fiscal year were realistically designed to reduce both 
the domestic deficit and the hard currency drain. 


Budget debates in the National Assembly in the summer of 1965 
clearly indicated the subsequent shift in economic policy. The As- 
sembly, in operation for a little more than a year, approved the FY 
1965 budget with hardly a whisper of public comment. When 
presented with the FY 1966 budget, however, the Budget Committee 
freely criticized numerous deficiencies and pointed out a number 
of ways in which existing government policies were at fault. The 
extensive press coverage given their frank criticism was highly un- 
usual. The committee report and the ensuing Assembly debate 
generated a number of recommendations for improving the financial 
situation, which government officials promised to study. Policy 
changes introduced in December.-1965 included a number of meas- 
ures first aired during the Assembly sessions. _ 


As long as Egypt remains dependent on its already intensively 
developed agricultural system, rapid population growth on limited 
cultivable land will remain the major economic problem. The present 
population of more than 30 million is crowded into the Nile Delta 
and the narrow river valley; the remaining 97 percent of the country 
is largely uninhabited wasteland. Despite recognition by the lead- 
ership of the urgent need to introduce extensive population control 
measures, effective action has been slow to appear. The govern- 
ment has been reluctant to risk a confrontation between its power 
and prestige and the many centuries of peasant belief in the economic, 
social, and moral value of large families. Recent actions on the 
part of the new government of Prime Minister Muhyi al-Din indi- 
cate that concerted action to decrease the population growth rate 
will be introduced in the near future. 
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ll. The Evolving Structure of the Economy 


During the period of the First Plan* the Egyptian economy made 
substantial progress. The average annual rate of growth of GDP** 
appears to have been about 5.9 percent, and per capita output in- 
creased about 2.9 percent per year. Aggregate GDP increased one- 
third over the five-year period and reached 2E 1,7 billion***— 
95 percent of the plan goal. Performance fell short of the targets 
of annual growth of 7 percent and a per capita increase of 4.7 per- 
cent, but Egyptian accomplishments compare favorably with prog- 
ress achieved in most other less developed countries. On a current 
price basis, per capita GDP in FY 1965 reached almost £E 70 
(equivalent to about $160). The Suez Canal is running smoothly, 
and its revenues are more than double those prior to nationalization. 
Education and social welfare programs are being implemented, illit- 
eracy is being reduced, and the Aswan High Dam is more than one- 
half completed. Since 1958, industrial output has expanded at the 
rate of about 9 percent per year. Agricultural yield per acre has 
turned upward after years of stagnation, and output has increased 
by more than 50 percent since the revolution. The extreme income 
discrepancies which characterized Egypt before the revolution have 
been reduced somewhat, and agrarian reform has improved the lot 
of the peasant smallholders and tenant farmers. 
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The institutional framework of the economy has undergone many e 
fundamental changes. Nationalization measures (particularly those oe 
of July 1961) have placed all the major industrial and trading com- ro 

panies, banks, and other financial institutions under direct govern- me 

4 


*A 10-year development plan that originally pertained to the period FY 1961-70. 
This was divided into two segments, designated as the First Plan (FY 1961-65) and the Second 
Plan (FY 1966-70). The Second Plan has been reformulated to cover a seven-year period, 
FY 1966-72. 

** Gross national product (GNP) less net factor income from abroad. Because foreign credits 
account for most of the difference between GDP and GNP, GDP is a more significant indicator 
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{ of the self-generated growth of the Egyptian economy. Furthermore, GDP figures are pub- is 
lished in constant prices, whereas GNP estimates are made only in current prices, and no Ea 
suitable deflator is available. = 

i *** The par value of the Egyptian pound (£E) is US $2.872 to £E 1. Since 7 May 1962, i 
however, there have been no transactions at the parity or official rate, and the current rate fs 


for buying and selling has been maintained at approximately US $2.30 to £E 1. Pound figures 
have been converted at the prevailing current rate throughout this report. 
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mental control. Today, more than one-half the total national wage 
bill is paid by the public sector. Private investment, domestic and 
foreign, has dwindled to a trickle, and for several years capital 


formation has depended primarily on foreign aid and government 
borrowing from the domestic banking system. 


pein 


The Egyptian economy still is based largely on agriculture, but 
, the relative importance of industry has increased markedly since 
the revolution. . Although the data are not comparable from year 
to year, trends are discernible over a period of years and are pre- 
sented in Table 1. 


The economy itself has grown as its structure has changed (see 
Figure 2, Table 2, and Table 14). Although the growth in GDP 


Tablel 2 27s 


Egypt: Distribution of National Income and Gross Domestic Product, by Sector of Origin * 
Selected Years, 1951-65 
Percent of Total 


NATIONAL INCOME 


SECTOR 
Calendar 1951 


Fiscal 1955 | Fiscal 1960 


Gross DOMESTIC PRODUCT 


Fiscal 1965 
(Provisional) 


Fiscal 1963 


Agriculture .. 37 33 31 28 28 
Industry .... 9 17 20 22 23 
Electric power . » 1 1 1 
j Construction . 3 3 4 5 4 
i Services .... 51 47 44 44 44 


au. 


» Probably included in the industry sector during these years. 
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Total | Per Capita 


Table 2 
: Egypt: Indexes of Gross Domestic Product and of Industrial and Agricultural Production 
| 1958-65 * 
| 1958=100 
ls Gross DOMESTIC INDUSTRIAL AGRICULTURAL 


PRODUCTION PRODUCTION 


Total | Per Capita 


VOSO! Sed eiads ants skies 109 107 123 120 104 102 
1960 ............... 119 113 144 137 107 102 
WQS). gins viakidecwss 126 117 162 150 99 92 
V9GS oa ee eeite toes 130 119 190 172 114 104 
W963) eid ha totceseadice ee 140 124 218 192 115 102 
W964 oo eee oe he 150 129 239 204 120 103 
1965 (Provisional) ... 158 132 250 212 126 104 


12 


"Calendar years unless otherwise indicated. 


*Data are for fiscal years. 


i 


LYNDON B. JOHNSON LIP 


COPY 


| 
| 
| 
| 


—LOMFIDENTIAt— Figure 2 
EGYPT 


ECONOMIC INDICATORS, 1958-65 
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apparently failed to keep pace with population increase during the 
early 1950's, it increased faster than population Jater in the decade. 
Spurred by a high rate of investment under the First Plan, the 
annual rate of internal economic expansion averaged about 5.9 per- 
cent (after official figures were adjusted for internal discrepancies). 


The general upward trend in GDP has been slowed twice in the 
last decade. Nationalization of the Suez Canal Company in 1957 
and the ensuing Anglo-French invasion resulted in a freezing of 
Egyptian funds abroad, a temporary suspension of foreign aid, and 
some deceleration in the rate of economic expansion. The subse- 
quent release of sterling reserves and resumption of foreign assistance, 
plus a high rate of domestic investment, provided the momentum 
needed to get the First Plan off to an excellent start. In 1961, how- 
ever, the country suffered a major crop failure which, because of the 
lag effect, greatly depressed growth in’ the following year.* The 
decline in cotton export earnings came at a time when the cumula- 
tive results of years of heavy spending from foreign exchange reserves 
already were being felt. By early 1962, Egypt had less than $20 
million in reserves left. The crop failure had an immediate and 
depressing effect on economic growth. In the initial year of the 
First Plan period, GDP grew by about 6 percent; in the second year 
the increase was only 3 percent. Two good crop years followed, 
and GDP grew about 8 percent in both the third and fourth years 
of the plan period. Preliminary reports on results in 1965 indicate 
an increase of 5 percent for the last year of the First Plan. The 
foreign exchange shortage has persisted, however, and has been a 
major factor in retarding investment and the growth of industrial 
production. 


a 


1. INVESTMENT . 

The First Plan envisaged total investments, excluding inventory 
changes, of &E 1,577 million in constant FY 1960 prices. Actual 
investments amounted to £E 1,513 million in current prices (see 
Table 3). If calculated in real terms, however, the total probably 
would approximate £E 1.3 billion, about 85 percent of the planned 


* Agricultural products are exported or are utilized as industrial inputs only after several 
months have passed. Similarly, much of the requirement for additional food imports is felt 
in the year following a poor crop rather than in the drought year itself. Such import 
requirements divert funds from growth-inducing purposes. Furthermore, GDP figures are 
for fiscal years, whereas agricultural indexes are based on calendar years. A drought in 
mid-1961, for example, damaged harvests both in the first half of calendar year 1961—that 
is, in FY 1961—and in the latter half of calendar year 1961—that is, in FY 1962. 
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Egypt: Total Gross Investment, Planned and Actual * 
Fiscal Years 1961-65 


PLANNED ACTUAL 

CaTEcory Million | Percent ee ere 
E> fof Total] £E° jof Total 

Agriculture 2.0.0... cece eee eee n eter e eee eeee 300 19 258 7 
Aswan High Dam ......... 0. ccc eect e cece n eee 47 3 99 6 
Industry ty. lace hd ede eee 445 28 404 27 
Electric power 1.1.0... cece eect cee cent ene eees 144 9 113 7 

Transportation, communications, storage, and Suez 

Canal ec. Seen Oe tte tedostts bee ta etek 279 18 294 19 
Hlotising sich ee ewe Cawbind oe ete eee es 199 13 162 11 
Public utilities 00.0... .. cece eee e eect cena eeeee 50 3 50 3 
Other: services ccd i buieie sates Ss hd Sees e sees tieie 112 7 135 9 
Total oh tictea\hectas aes nace Brewee wecereeet. 1577 100 1,513 100 


"* Excluding inventory changes. Because of rounding, components may not add to 
the totals shown. 

>In FY 1960 prices. 

*In current prices. 


| 
| 


total.’ The pattern of actual investments conformed generally with 
the plan outline. With investment 15 percent short of the goal, 
however, GDP fell short of its planned 1965 level by only 5 percent. 


Investment shortfalls were responsible in large measure for Egypt's 
inability to reach the production goals set forth in the plan. The 
greatest of these shortfalls occurred in the industry and electric 
power categories. Agriculture and housing also received substan- 
tially less than their programed shares. The reasons for the greatly 
increased share of investment going to the Aswan High Dam are 
twofold: implementation has been accelerated to insure that the 
gains to the economy will accrue as quickly as possible, and domestic 
currency costs have turned out to be somewhat more than anticipated. 


Variations in investment account in part for differential rates of 
growth in the several sectors of the economy (see Table 15). 
Throughout the five years, output in construction and services ex- 
ceeded planned levels, whereas agriculture, industry, and electric 
power fell short of the goals. The lag in the industry and electric 
power categories was attributable partly to a chronic shortage of 
technical and middle-management personnel as well as to confusion 
and uncertainty generated by progressive nationalizations. .Con- 
struction, transportation, and other services had exceeded the five- 
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year goals at the end of four years. Much of the growth shown by 
the services sector, however, can be traced to two governmental 
programs: prevention of unemployment by maintaining large num- 
bers of unneeded employees on the payrolls and initiation of welfare 
schemes over and above those envisaged at the outset of the plan. 


Se Se ee 


Estimates in terms of constant prices indicate that domestic savings 
were below the FY 1960 share of GDP in three out of the five plan 
years (see Figure 3). Slated to reach over 20 percent of GDP in 
FY 1965, savings actually attained a level of only 14 percent. The 
plan also projected a net capital inflow of £E 580 million during the 
first four years of the plan period and a net outflow of £E 40 million 
in FY 1965. The actual experience, however, was a foreign capital : 
inflow of £E 342 million during FY 1961-64 and continued reliance Z 
on foreign borrowing to the extent of £E 76 million in FY 1965 (see iF 
Table 16). This inflow of capital from abroad amounted to about - 
40 percent of gross investment in FY 1963 and in FY 1964. The de- 
cline to 22 percent in FY 1965 reflected a shortage of available foreign 
capital rather than a reduced need for such funds. 


As announced by Nasser on 1 May 1966, the Second Plan (FY 1966- 

72) calls for total investment of about £E 450 million annually, com- 

pared with an average of slightly over £E 300 million attained in 

FY 1961-65.* Only about £E 60 million annually is slated to come 

from foreign borrowing, compared with over £E 80 million annually 

| during the previous plan. The required increase in domestic savings, 
from £E 220 million to almost 2E 400 million per year, obviously is 


we 
Oa. 


Pee Tee Le 


tithe 


unrealistic. Despite the consumption control measures discussed be- a 
low, such an increase probably is unattainable, and foreign borrowing - 
will have to be maintained throughout the Second Plan period. f 

Total investment of £E 3.16 billion has been allocated according # 


to the following approximate schedule: 


Million} Percent 5 
£E | of Total 


TadiGtiy Guard but eds oeie ev eee ate da neuscene 1,100 35 : 
Electric power ....... 22.0. cue reece en cew cee conce 260 8 
Agriculture ......00..0.cccceeeceeeeceeeuceseecees 600 19 
{ Transportation, communications, storage, and Suez Canal. 560 18 
Housing, utilities, and other services ...........-.---. 640 20 


*The maximum attained during a single year in the First Plan was £E 372 million in 
"FY 1964; the FY 1967 budget calls for investments totaling about £E 360 million. 
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Figure 3 


EGYPT - 
UTILIZATION OF RESOURCES 
FISCAL YEARS 1960-65 


(Percent of Gross Domestic Product in FY 1960 Prices) 


1% 6% 7% 8% 4% 


MALLE GH), GY, Foreign borrowing* 


Domestic savings. 


Defense** 


Consumption . 


os 


oa 
as pepe z5 
FY 1960 


acer eee: 


FY 1963 


Birt 
FY 1965 


*Although net capital inflow is not a component of GDP, it is shown 
because foreign borrowing plus domestic savings equals total investment. 
**Estimated on the basis of budget allocations for various defense activities. 
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In this formulation the investment cost of the Aswan High Dam has 
been included in the electric power and agriculture sectors.* 


2. CONSUMPTION 

The plan projected only slowly rising consumption coupled with 
rapidly rising output in order to create a drop in the share of GDP 
devoted to consumption (including defense) from 87 percent in FY 
1960 to less than 80 percent in FY 1965. In practice the government 
adopted a number of programs that stimulated consumption, and de- 
fense expenditure also was increased. The two accounted for a peak 
share of 89 percent of GDP in FY 1962 and FY 1963 and absorbed 
86 percent of GDP in FY 1965. 


A new awareness on the part of officials in Cairo, combined with 
pressure from the International Monetary Fund (IMF) and other 
Western lending sources, has led to a program of indirect consumption 
restraints that are only beginning to take hold. In mid-1964, prices 
of some consumer durables were raised, import levies were increased, 
price subsidies were cut, and the government undertook to limit the 
expansion of domestic credit. These measures accomplished the in- 
termediate objective of curtailing the availability of certain consumer 
goods in urban markets. Aggregate consumer demand, however, 
apparently was little affected. City dwellers have come to look upon 
such goods as television sets, refrigerators, and sewing machines as a 
normal part of life. They also have become accustomed to a diet 
made up in large measure of imported foodstuffs—especially wheat 
and meat. While the influx of foreign goods was being curtailed in 
the fall of 1964, the government continued subsidies on many items 
of food and manufactured goods. Publicity given to new austerity 
measures inspired hoarding on the part‘of merchants and encouraged 
consumers to spend available funds in anticipation of future shortages. 
Within a few months, supplies of food, clothing, and consumer durables 
available in city stores dwindled, and potential purchasers, unable 
to buy goods from government cooperatives, tured to the black 
market. Profiteering and consumer dissatisfaction grew hand in hand. 


Fundamental problems of resource allocation posed by the rising 
trend in aggregate consumption had received insufficient attention 
until the new government of Prime Minister Muhyi al-Din announced 
price and tax increases in December 1965. Growing output and 
changing patterns of income distribution had left the average Egyp- 
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tian with more money to spend. Wide-ranging welfare programs— 
: for example, old-age pensions, profit-sharing schemes that encom- 
f passed unprofitable industries, subsidized prices for basic necessities, 
4 and donations of livestock and tools to recipients of newly distributed 
land—had placed money in the hands of lower income groups. Dis- 
posable income increased at least as rapidly as total output, and per 
capita consumption increased from £E 29 (about $85) in 1953 to 
more than £E 59 (about $135) in 1965. The official thesis that 
the present generation must not be penalized for the sake of future 
generations was reflected in low taxes (only 15 percent of GDP) 
and artificially maintained low prices. 


The measures adopted in 1964 have had less impact on consump- 
tion than on investment. Consumption increased 3.2 percent in real 
terms in the final year of the plan, compared with 5.5 percent in the 
preceding year. And, although domestic savings increased, the rate 
of investment fell in the wake of the decline in foreign capital inflow. 
Perhaps the most important single task confronting the government 
is the solution of the consumption/investment problem. 


The cabinet that was installed in September 1965 appears to be 
taking Egypt’s economic difficulties seriously and to be adopting meas- 
| 2 ures designed to relieve some of the current pressures. In December, 

a 2 Prime Minister Muhyi al-Din announced that prices of consumer du- 
i 
j 


a aoe 


rables would go up 20 to 25 percent overall and that individual in- 

creases ranging from 5 percent to 40 percent would be applied to a 

; i wide variety of other goods. Simultaneously it was announced that 
! = income taxes would be increased drastically, particularly in the upper 
3 ranges of the individual income scale, and that import duties on 
? ye luxury goods also would be raised. The combination will act to 
1 ie decrease aggregate demand for goods and cut the level of consumer 
. 1 imports. Inasmuch as the price increases fall most heavily on the 
s " consumer durables sector, purchases of refrigerators, washing machines, 
f € 4 and television sets will decline more rapidly than expenditures for 
k ae ; basic necessities. Reduced consumption will release funds for invest- 

i J ment, and decreased output of consumer durables will curtail the 
g : foreign exchange expenditure for imported components. If the price 

‘ a changes also place some of the producing plants on a profitmaking 


a basis, a net increase in the investment funds available to the govern- 
' at ment also could result. By removing some of the available income 
ie from citizens’ pockets through taxation before it can enter the spending 
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stream, the government can retard the growth of consumption expendi- 
ture and obtain some of the funds needed for investment and normal 
operations. Increased import duties, which have the effect of raising 
prices to end users, represent an indirect brake on foreign exchange 


outflow. 


Although the regime has a history of backing away from unpleasant 
decisions, it seems to be serious about the new price and tax policies. 
In the last two years, several austerity measures have been introduced 
but then quickly withdrawn when resistance mounted. Stringent im- 
port controls, meat rationing, and other measures adopted in the fall 
of 1964, however, have been maintained. Nasser probably would 
not have approved the more recent steps without examining and ac- 
cepting the anticipated domestic political consequences. If the Egyp- 
tian leadership really has recognized the seriousness of existing eco- 
nomic difficulties and is determined to face them, the newly announced , 

measures can be an important step forward. 


3. AGRICULTURE 

: Agriculture employs over half the working population and generates 
i . better than one-fourth .of Egyptian GDP. Total agricultural output 
= | presently is almost 20 percent above the 1959-60 level, but per capita 
& output has increased little (see Table 4). In general, food production 
has been maintained somewhat more successfully than aggregate out- 
put. Some of the increased food output, however, is in crops raised 


primarily or partly for export. 


Table 4 
Egypt: Indexes of Agricultural and Food Production * 


j 
1958-65 | 
| ‘ 1957-59 Average= 100 
i, 
i AGRICULTURAL F 
j Yan SREDUGHON: ‘OOP PRODUCTION 
| Total [Per Capita} Total | Per Capita 
i; YOSR™ ac nedcssaniacdecereesds 99 99 97 97 
TODS fou enciuctwaeapucauiess eee 103 101 103 101 
TOGO hte paca hae iaedy teen “. 106 101 105 100 
|: TOBE hc e NG ei ah tele el tk 98 91 107 99 
WOOE 25g iseviica nine eet pe 113 103 116 106 
{ TOS ston alee Atal Se eltid 114 101 119 105 
q DOGS li Oo cans ark Sone ars 119 102 121 104 
i : 1965 (Preliminary) ............. 125 103 124 102 
ee 
20 =SECRER ; 
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The cultivated land is highly productive but is limited to less than 
a quarter acre per capita—one-tenth as much as in the United States. 
Population, expanding at roughly the same rate as agricultural pro- 
duction, dominates Egyptian economic problems. By 1950, Egypt 
already needed to import a million tons of wheat in a poor crop year. 
Since 1951, population increased about 43 percent (an average of 
2.6 percent annually), while wheat production increased 22 percent 
and corn production expanded about 40 percent. Production of milled 
rice increased more than 300 percent in the same period. Population 
growth and rising per capita consumption have combined to greatly 
increase total grain requirements (see Table 17). Annual consump- 
tion of wheat, for example, grew from 112 tons per thousand persons 
in 1951 to 123 tons per thousand in 1964. By the mid-1960’s, Egypt 
had become one of the world’s largest buyers of wheat and wheat 
flour, importing over 2 million tons in 1964. 


In the struggle to support the large population on the limited Iand 
available, Egyptian agriculture has become highly organized, rela- 
tively well administered, and, compared with almost any area of the 
world, highly productive. Because of intensive farming and multiple 
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a = cropping, yields per acre are high for almost all crops (see Table 5). 
| Re Egypt accounted for approximately one-fourth of the total agricultural 
f eB output of northern Africa* in 1964, although it has little more than 5 
| ercent of the region’s arable land. Each cultivated acre produces 
t ‘ Pp Pp 
3 £ an average of 1.7 crops per year, and farm land is irrigated and ferti- 
eee 
oe * Algeria, Egypt, Ethiopia, Libya, Morocco, the Somali Republic, Spanish Sahara, Sudan, 
} ES and Tunisia. 
| 
. Table 5 
[ Egypt: Comparative Agricultural Productivity * 
;. : a 1961 
\ e Metric Tons per Acre 
: |Waeat| MILLET [Pappy RICE| Corn 
f ee World average ...........-. 0.47 0.28 0.82 0.84 
a: WAR dccagusieeuais en 1.00 133 204° 0.97 
| a United States .............0- 0.65 111 1.55 1.57 
USSH chien cso raion mates 0.43 0.30 0.97 0.75 
Europe ............. cece eee 0.76 0.53 1.95 0.83 
ABest ucu lipases caiaaeg 0.36 0.16 0.71 0.40 
ae Oe ee 0.26 NA 0.60 0.43 


a 10. 


» Highest in the world. 
* Among world leaders. 
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lized to an extent seldom seen elsewhere. More than 99.5 percent of 
the area devoted to crops and orchards is under irrigation. Even the 
principal livestock fodder—berseem clover—must be grown under 
irrigation. Egypt uses more fertilizer than all other northern African 
countries combined, and the rate of fertilizer application per acre is 
much higher than that in either the United States or the United King- 
dom. In the past decade, fertilizer use has more than doubled, and 
great emphasis is being placed on domestic production." Application 
per acre will have to double again, however, before Egyptian rates 
approach present practices in Japan. 


Agriculture depends on ‘the flow of water from the Nile through 
extensive irrigation works. Until the era of the Aswan High Dam, . 
Egypt had no defense against a year such as 1961, when the Nile 
flood was low. High yields per acre were maintained, but the planted 
area was reduced drastically to adjust,to the water supply. 


A crop failure has multiple effects in a primarily agricultural econ- 
omy featuring intensive farming, export orientation, and a welfare 

philosophy. The consequences of the 1961 failure persisted for several 
years. Export earnings fell from ££ 200 million in calendar 1960 
to £E 165 million in 1961 and to £E 145 million in 1962. Most of 
the loss in export earnings was attributable to reduced cotton output. 
Imports, which had declined slightly from £E 255 million in 1960 
to £E 241 million in 1961, rose to £E 294 million in 1962, with much 
| of the increase going for food to make up for small domestic grain 
a crops. An emergency program to provide compensation to the af- 
fected farmers was adopted, and expenditures on a number of other 
| 


welfare programs were increased. 


Despite such setbacks, official statements indicate that agricultural 
output has increased by better thar 30 percent since 1952 and net 
i ; income from agriculture has risen even more.” Progress in the past 
: five years, however, has fallen far short of plan goals (see Table 18). 
ik The difficulty of attaining ambitious goals in agriculture has been 
compounded by already high productivity as well as by the 1961 
i drought and the greater glamour which attaches to advances in indus- 
i try. The Second Plan calls for further dramatic gains in agriculture, 
i i although the goals have been scaled down somewhat from those in- 

cluded in the 1960 formulation of the two plan stages. Investment 
allocations expected under the Second Plan, however, do not appear 
adequate to attain even the modified targets. 
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Agrarian reform was the first new economic program undertaken 
by the revolutionary regime and undoubtedly has had an impact on 
more Egyptians than any other single reform measure. Regulation 
of the landlord-tenant relationship is the most important aspect of 
the scheme—rental and credit laws have benefited about 4 million 
tenants, while about 1.3 million persons (267,000 farmers and their 


families) have received new land. 
a : a): 
: About 2.9 million acres—almost half the cultivated land—still is 
leased under various tenancy or sharecropping agreements. The 1952 
agrarian reform law fixed the maximum rent ceiling at seven times 
h the basic land tax paid by the landlord to the government. For share- 
ee: cropping rents, the law decreed that the landlord’s share could not 
4 "te exceed half of the retums over and above total production costs. 
| ‘d Compensation payments for requisitioned land were fixed at 10 times 
the annual rental value of the land.” 
one The two-stage redistribution program, under which the maximum “ 
_ re individual holding was reduced to 200 feddans and later to 100 fed- ck 
t al dans,* has increased the size of the average small farm (under 5 ee 
5 feddans) from 0.8 feddan to 1.1 feddans and has provided farm land oS 
t of for many thousands of new smallholders. Before 1952, 94 percent Ee 
q it. of all owners held title to only 35 percent of the cultivated land. As Be 
60 of 1964, 94 percent of all owners held title to 55 percent of the culti- s 
ch vated Jand (see Table 6). Large numbers of the private farms, how- s 
un *See Table 6, footnote °. 25 
H af- es 
! er Table 6 2 
Egypt: Distribution of Agricultural Land * 
F Before 1953 and in 1964 
ral 
net BEFORE THE REFORM 1964 
t Law oF 1952 
as Sizz 0 ws ° 
8). . ees Thousand a nai Thousand & sai’ 
>en Owners | Farm Area Owners | Farm Area 
61 Less than 5 ..... eee eee -. 2,642 35.4 2,965 54.8 
i SMD OD rs ccc stat aayeace Cake 79 88 78 10.0 
4 use 10 to 19.9 o.oo cece eee eee 47 10.7 61 8.6 - 
QO AOD) pects sei aetem entra 22 10.9 29 13.3 ae 
ie, 80,80 89.8 iS aan Pan oron channeled? 6 72 6 6.4 fi 
i 100 to 200 20.2... eee cece eee eee 3 73 4 6.9° “A 
Over 200 20... cece ene eee eeee 2 19.7 0 0 = 
ent al. id 
ear = 


"One feddan is equal to 1.038 acres. 
* 4,210 farms of 100 feddans each. 


4 
Sa ss 23 . 
COPY 
LYNDON B. JOHNSON LIBRARY 


? 


we 
at 


cts +4 on 
BP 


ew 


% 
aad 


ase 


anys 
- 1 Pah rey 2 es = p thee > = e 
TI oe vate ta Aan dint A > Feri a Tw ae tT hatin mar ealTanl a ele ning 6 teeth wi erin pawn wth nde abate Rinardicst 2S acca tom WO aE ym 
-~ r= - - oh, Loe Pa nTNa Rett TINE aiete 
Nate Labware ree 7 Aye 


ee ae 


emma 
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| pone | 
ever, remain uneconomic in size: the Egyptian government has esti- 
mated that 3 feddans are the minimum necessary to provide an average 
farm family with a modest, but sufficient, living. By the end of 1964, 
944.500 feddans had been taken over and 840,000 feddans had been 
if redistributed. A third redistribution stage, cutting maximum’ indi- 
vidual ownership to 50 feddans, is under discussion; if such a ceiling 
is adopted, some 300,000 feddans more would have to be reallocated. 
{ 
| 
| 


Land reform has proceeded more smoothly in Egypt than in most 
other countries where land seizure and redistribution have been tried. 
Less than 5,000 persons have forfeited land under the program. A 
substantial number who lost out in the first round were members of 
the royal family and their hangers-on—persons in no position to argue. 
Historically, Egypt has been an authoritarian land in which government 
decrees are rapidly disseminated and enforced. The compact size 
of the inhabited area makes noncompliance difficult to conceal. The .- 
new regime was able to make its will felt, and—owing none of its 
power or prestige to the large landholding class—had no compunc- 
tions about upsetting the status quo. Furthermore, the government 
was determined to make a success of its first major program and moved 
quickly to provide the marketing cooperatives and the credit facilities 
| required to support the activities of new smallbolders. Landowners 
é were permitted to designate the particular portions of their holdings 

that they would retain. Quite naturally, they kept the best lands 
and maintained (and in some cases actually raised) the productivity 
| of their acreage. Moreover, the government was able to combine 
redistribution of the poorer lands with programs designed to raise 
average yields on the land being parceled out to new owners. 


Thus the agrarian reform program has been carried through without 
serious disturbance, and other goverhment programs have succeeded 
in raising productivity. Considerable emphasis has been placed on 
increasing domestic output of fertilizers and insecticides, which are 
utilized in great quantity. Although expenditures for more intensive 
cultivation (“vertical” expansion) have been much higher than in 
the prerevolutionary period, such investment has been small relative 
to spending for land reclamation (“horizontal” expansion). Authori- 
ties cite seed improvement, plant breeding, improvement of extension 
| services, revision of harvesting and marketing systems, and even more 
| intensive use of fertilizers as areas where great improvement might 
| be made. With the existing food shortage and the high cost of land 
reclamation, the relative share of investment allotted to raising agri- 


; COPY a 


Pr LYNDON B. JOHNSON LIBRARY 
eat : 


te ro ad 
J 
4 


ea 


tl 2 cultural productivity appears inadequate to close the gap between 
ge a food output and food consumption. 
| ie ; Estimates of potentially cultivable land run as high as 10 million 
di- a4 feddans, compared with 6 million presently cultivated, but reclama- 
| ‘ing i tion is a slow and expensive process. Authorities place the reasonable 
au, x limit on new areas that can be reclaimed at 2 million feddans over 
»ost the next 20 years—including increases made possible by the Aswan 
an : High Dam—at an average cost of around £E 300 (almost $700) per 
A z feddan.* Assuming productivity on the new land similar to that on 
3 of bs present agricultural lands, increased output attributable to “horizontal” 
vue. ee expansion of agriculture would average only about 1% percent annu- 
“ent he ally—about half the anticipated rate of population increase. 
| mee During the plan period just concluded the land reclamation program 
; The was sadly neglected. By the end of FY 1964, only 140,000 feddans 
a had been brought under cultivation out of 368,000 feddans scheduled 
| : = for reclamation in the five-year span.”* Agricultural production from 
. a d new land contributed only £E 1.5 million to FY 1964 national income, 
ass compared with the £E 5 million called for by the plan. Of 163,000 
ace feddans of barren land taken over by agrarian reform authorities during 
lings the 5-year period, only 62,000 feddans actually had been reclaimed. 
aide Unless programed investments in reclamation reach fruition, the antici- 
syity a pated benefits of the Aswan High Dam cannot be realized; yet the 
t cee 4 FY 1965 budget allocation for reclamation was cut back from the 
eae # FY 1964 level.” 
i : 4. INDUSTRY . 
F ee q Starting with a relatively gdod base inherited from the Farouk 
| At a regime, the Nasser government has wrought many changes in the 
a h ae size, composition, and organization of Egyptian industry. At the time 
nes of the revolution in 1952, Egypt was more advanced economically 
: epee than any other country on the African continent except the Republic 
| pe of South Africa. By that time, there were more than 700 manufac- 
i cae turing and mining establishments having more than 50 employees 
cas each. These establishments contributed about 10 percent of GDP and 


employed about 4 percent of the working population. The principal 
ee « industries were cotton textiles, food processing, tobacco, petroleum, 
; ee a: and chemicals. The country had two oil refineries, three cement 
r a factories, two fertilizer plants, a small paper industry, three small 
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steel plants based on scrap, and a moderately diversified chemical 
industry. 

Industrial production today is somewhat more than triple the 1952 

level. Output grew at an average of about 10 percent annually be- 

tween FY 1960 and FY 1964; in FY 1965 the rate was only 4.2 percent. 

¥# The slowdown appears to have resulted primarily from shortages of 

imported raw materials, intermediate products, and spare parts that 

stemmed from stringent import controls introduced in 1964 to combat 

the foreign exchange drain. Recent government measures have em- 

phasized the increased availability of foreign currency for the pur- 

chase of industrial inputs, and various programs are being considered 

to insure that the future growth of industry will be along more effi- 

cient and rational lines. Both investment and operating funds are 

to be allocated to those industries offering rapid returns and export 

opportunities rather than to prestigious capital-intensive import- 

| supported industry. AS 

| 

| 


In some fields, notably petroleum and chemicals, growth has far 
surpassed the average for industry as a whole. Electric power pro- 
duction in 1963 was 350 percent above the 1952 level; when the Aswan 
High Dam is completed, potential annual production will be more 
than three times the 1963 level. Trends in output of selected com- 
} modities are illustrated in Figure 4. 
| Productivity in Egyptian industry is rising, but it still is very low 
| compared with advanced countries. Despite low wages, the vast 
majority of industries are not competitive. The UAR has almost 
completely neglected such matters as market research and quality 
control. Industries using cheap domestic raw materials can hold their 
own in local and occasionally in foreign markets, but many new indus- 
trial establishments depend to a great extent on imported inputs. 
Some industrial concerns—notably the Helwan iron and steel com- 
Pi: plex—have consistently operated at a loss and will continue to do so 
it for years to come. The government absorbs such losses through its 
| _ production budget. 

i Particular attention has been devoted to domestic production of ~ 4 f 
fertilizers, which are essential to the agricultural sector. When Nasser if 

took over, less than 20 percent of consumption was manufactured 

locally. In 1961, Egypt produced a little more than one-half of the 

total amount utilized, and this proportion now has risen to about 60 

percent. The Second Plan envisages both rapidly rising consumption 
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Radio Sets 
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VW9é4 1952 1958 1964 


EGYPT 
SELECTED INDICATORS OF INDUSTRIAL OUTPUT* 


Crude Petroleum 


(Thousand metric tons) 


1958 1965 


1952 


Cement _ 
(Thousand metri¢ tons) 


1952 1958 1965 


Rotary Pumps 
2,425 


(Units) 


Bicycles 
(Thousand) 


1952 1958 1954 


“Figures for 1965 are based on the fiscal year beginning 1 July 1964. Allother years are calendar years. 
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Figure 4 


Kerosene 


(Thousand metric tons) 


Fertilizer 


(Thousand metric tons) 


Batteries 
(Thousand) 


Cie 4 ae. 
1958 = 1964 
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Cotton Textiles 


(Thousand metric tons) 


1958 1965 
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and complete self-sufficiency in fertilizers by 1972, with a total output 
of 4.2 million tons*; this compares with 217,000 tons in 1952 and 


805,000 tons in 1963.** 


Another star performer has been the petroleum industry, which holds 
promise as a source of substantial hard currency earnings. Petroleum 
currently contributes about 10 percent of the gross value of industrial 
production and 2.4 percent of value added by industry. Crude pro- 
duction in 1965 totaled 45.6 million barrels—double the 1960 output. 
The trade deficit in crude oil and petroleum products for civilian con- 
sumption declined from $50.7 million in calendar year 1960 to about 
$13.3 million in FY 1964. Other data suggest that $20.9 million 
more was spent in FY 1964 on petroleum products imported for the 
military establishment. The existing civil trade deficit, resulting almost 
entirely from the need to exchange types of crude oil, probably will 
be eliminated by 1970. Refining capacity, already exceeds domestic 
consumption, and new units are to be added at all three refineries 


within the next three or four years. 


The first break in adamant governmental opposition to private for- 
eign investment appeared in the petroleum field; prospective returns 
offer the only foreseeable hope of substantial relief from present bal- 
ance of payments difficulties. Under agreements negotiated in 1964, 
three Western oil companies—Standard Oil of Indiana, Phillips Petro- 
leum, and the Italian govemmental monopoly (ENI)—are engaged 
in exploration of the Gulf of Suez and the Western Desert. Because 
of the heavy investment required for oil exploration and the ramifica- 
tions of international marketing arrangements, their participation has 
been welcomed by the Egyptian government. Concession agreements 
provide for formation of joint companies to exploit commercial finds. 
Other Western companies are seeking concessions in additional areas. 
The USSR also is entering the field of oil exploration in Egypt. The 
Soviets, however, will operate as contractors and will have no equity 
in any new discoveries they may make in the area south of Cairo and 
in the Eastern Desert. 


The potential capacity of a field newly discovered in the Gulf of 
Suez by the Standard Oil of Indiana subsidiary is currently estimated 
at 55 million barrels per year; moreover, the full extent of the field 
is not yet known. Industry sources are nearly unanimous in their 
belief that by 1970 Egypt will be exporting oil on a significant scale. 


* Tonnages are given in metric tons. 
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ut No one can say, however, whether exports are likely to double in the 
o interim or whether the increase will be more dramatic. Doubling 
the present export level would mean gross foreign sales of $100 million 
ids annually and would convert Egypt from a small net importer of petro- 
um leum to a net exporter on the order of $50 million a year—an amount 
rial roughly equivalent to 15 percent of the present annual deficit in for- 
TO eign trade. If, as anticipated, petroleum imports decline in the interim, 
ae the net earnings will be correspondingly larger. On the basis of the 
ne single new field, exports worth $100 million probably can be realized 
im by 1970. No deposits have been proved in other areas, but operations 
the in the Western Desert have only begun, and intensive investigation 
ant of other areas has not yet been undertaken. 
will Domestic production of consumer durables—such as refrigerators, 
estic radios, bicycles, air conditioners,-washing machines, and television 
i eries sets—indicates the progress of Egyptian industry and illustrates the 
economic problems generated by domestic policies. None of these 
» for- items were manufactured or assembled in Egypt before 1952. They 
| ane now are turned out by the thousands, and sales account for much of 
| t bal- increased consumption expenditure in urban areas. Because many 
| 1964, component parts are imported, the manufacture of such durables adds 
Petro- to the trade deficit, although not as much as if the finished products 
saged themselves were imported. Conflict between the desire to provide the 
| outiee present generation with a modicum of the material benefits of progress 
niheas and the countervailing need for restraining both domestic and foreign 
aie expenditure is one of the thorniest problems facing Egyptian officials. 
>ments Until late in 1965 they inclined toward relatively liberal consumption 
| i Rade: policies, covering imbalances by foreign and domestic credit expansion. 
, = eae Outlines of more rigorous policies have begun to appear, and new 
is “athe restrictive measures include higher prices on all consumer durables. 
ie equity Industrial facilities already exist, however, and drastically reducing 
| ond their output would add to already bothersome underemployment in 
the cities. Consequently, an export promotion drive probably will 
ieee be undertaken. 
aed In seeking industrialization, however, the Egyptians may have a 
he feld tendency to overlook or neglect opportunities in the agricultural field 
in their in favor of marginal or even counterproductive industrial projects. 
nt scale. Industry has an aura of glamour and connotation of importance more 
attractive to ambitious, competent personnel than traditional pursuits. 
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Similarly, industrial demands on available investment funds have a 
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psychological advantage not always justified by the comparative eco- 
nomic advantages of particular industrial projects. From a rational 
economic viewpoint, the most attractive opportunities for Egypt will 
be found in such agriculture-related industries as food processing and 
packaging and fertilizer production rather than in capital goods and 


steel. ; 


As a result of nationalization measures, all the large industrial estab- 
lishments now are controlled by the state, although private investors 
retain a sizable share of the equity capital in many enterprises. The 
private sector has been confined to light manufacturing, construction, 
and repair businesses and to wholesale and retail trade. Many former 

. plant managers have been hired by the government, and some con- 
tinue to run the same plants. Now, however, they must contend with 
increasing government intervention in wages, prices, and profits. As 
the system has evolved, almost all incentives to the managerial class 
have been eliminated. The regime has emphasized rewards to workers 
without taking effective steps to develop a sense of employee respon- 
sibility and purpose. The government’s management functions are 
| _ carried out by “organizations,” each of which controls one or more in- 
dustries. In fact, however, the state has exercised little centralized di- 
e rection either in the form of coordinated planning or in the form of gen- 
eral fiscal and financial control. Thus a state apparatus for central 
direction has been established, but the regime has not yet achieved 
effective operational control of the industrial establishment. 
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Top positions typically are occupied by former military officers. 
Originally chosen for their loyalty to Nasser, some have developed 
into competent business executives, and they no longer are an integral 
, part of the military establishment. The most serious industrial per- 
ii sonnel shortage is at the middle-management and advanced technical 
it levels. Although great emphasis already has been given to education 
| and technical training, many years will pass before industry has an 
adequately trained supply of manpower at all levels. 
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5. EMPLOYMENT 


As agricultural dominance of the economy has lessened, the distri- 
. bution of employment also has changed. During FY 1961-64, employ- 
ment in all sectors increased, with industry and electric power, and 
housing and construction registering the greatest proportional gains 
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Table 7 


Egypt: Employment, by Economic Sector * 
Fiscal Years 1960 and 1964 


Percent 


FIscau YEAR 


Increase 
Secnes 1960 1964 1964 

: over 1960 
Agriculture... 0... cee eee eee eee 54 52 13 
Industry and electric power ............... 10 ll 31 
Housing and construction ...........0.0005 3 5 15 
Transport and communications ............ 4 4 18 
Other services ............ 000s eee eee eeee 29 28 15 
AML sectors: osc5 2 eca  soin dog ces ane ee oe ee 100 100 18 


*% Excluding unpaid family workers, most of whom are in agriculture. 
Coverage of self-employed workers in agriculture and other fields probably is 
not complete. Seige 


(see Table 7). Nonagricultural jobs now account for almost half of 
total employment. 


Employment goals of the First Plan have been overfulfilled despite 
shortfalls in production. Between FY 1960 and FY 1965, total em- 
ployment increased about 20 percent, while aggregate money wages 
rose by about 50 percent (see Table 8). With a 20-percent increase 
in the cost of living, the real wage increase over the five-year period 
was about 5 percent per worker. All the average gain probably oc- 
curred in the first four years, however, and FY 1965 may even have 
registered a net decrease compared with FY 1964, because of the 
sharp increase in prices during the 12-month period. The government 
deliberately has used nationalized industries and government programs 
in other fields to sop up excess labor, avoiding serious unemployment 
but sacrificing worker productivity in the process. Wage increases 
similarly have been effected in a conscious attempt to increase aggre- 


Table 8 


Egypt: Employment and Wages * 
Selected Fiscal Years, 1952-72 


FIsca YEAR 
1952 | 1960 | 1965 | 1972 
Plan 
Employment (thousand persons) ............ 4,300 6,060 7,290 8,700 
Wages (million current Egyptian pounds) ..... 350 550 833 1,190 


“*. Data are as of the end of each fiscal year and exclude unpaid family workers, 
most of whom are in agriculture. Coverage of self-employed workers in agriculture 
and other fields probably is not complete. : 
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gate disposable income. According to announcements made in July : 


1965, industrial employment and welfare policies are being modified. 
An unemployment compensation program has been introduced, and | 
wage increases henceforth are to be tied to advances in productivity.” a 
As announced in May 1966, the Second Plan calls for an increase :° 
of 19 percent in the labor force and 43 percent in money wages during 
the seven-year period ending in 1972. 
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Ill. Growing Domestic Expenditures and Debt 


Deficit spending has characterized the Egyptian approach to eco- 
nomic planning for many years, but the disparity between income and 
expenditure became far more pronounced after 1960. The deficit has 
been financed by domestic borrowing, which has led to increases in 
the money supply and to growing inflationary pressures. Adjustments 
to limit deficit financing were made in the budget for FY 1966. Ex- 
tensive revision of the tax structure, as well as sharply increased prices 
on consumer goods, was announced in December 1965. These meas- 
ures should enable the government to limit deficit financing even more 
than the budget indicates, but they must be enforced and made perma- 
nent if future growth of domestic expenditure is to be kept within 
noninflationary bounds. Egyptian financial officials have predicted 
that the new measures will result in an annual net improvement 
(higher revenues, lower expenditures) of between &E 150 million 
and £E 160 million. 


In the 1966 budget, total government expenditures were budgeted 
at over five times the FY 1952 level, whereas ordinary revenues were 
set at more than four times the FY 1952 level (see Table 19). Com- 
parisons necessarily are approximate, because the budget system has 
undergone several major revisions and the role of government has 
changed radically during the period. On the basis of trends suggested 
by the partial data available, the discrepancy between actual receipts 
and actual expenditures probably is somewhat higher than indicated 
by corresponding annual budget figures. Actual expenditures have 
been held within the budget since FY 1957. Budgeted revenue figures, 
however, have far exceeded actual receipts, and the gap between 
receipts and expenditures has grown. 


The original budget for FY 1966 demonstrated some apparent im- 
provement over its predecessors. The increase in total expenditure 
over FY 1965 was less than 2 percent, compared with annual increases 
ranging from 10 percent to 37 percent since FY 1960. The FY 1966 
budget reflected an effort to stem the recurrent annual increase in the 
deficit. Ordinary revenues were slated to cover 76 percent of total 
expenditures—up from 70 percent in FY 1965. Revenue estimates 
for the administrative budget also indicated that taxes were expected 
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to provide a larger share of total receipts than in the recent past (see 
Table 20). The budget included increased receipts from taxes and 
from such government services as transportation, communications, 
health facilities, and food distribution. Higher government collections 
were designed to drain off some of the consumer purchasing power 
and thus ease the upward pressure on prices. 


Preliminary reports indicate that the FY 1967 budget calls for an 
increase of £E 158 million in total revenue, including 2E 86 million 
from higher tax collections and increased charges for government 
services. Total expenditures also are expected to rise, however, from 
£E 1,205 million budgeted for FY 1966 to 2E 1,296 million budgeted 
for FY 1967. The overall deficit apparently is budgeted at about 
£E 221 million—the lowest level since FY 1961. 


eared 


For the past decade, government borrowing from the domestic bank- 
ing system has supplemented foreign credit as a means of financing 
the deficit. The government’s domestic debt has more than doubled 
since 1960 (see Table 21) and has been the major cause of a rapid 

increase in the quantity of money. The total money supply rose 19 
percent in 1963 alone. The trend continued in the first quarter of 
1964 and was one of the major concerns of the IMF when a new sta- 
bilization agreement was formulated. At that time, specific limits 
| were placed on permissible growth in credit extensions to both the 
public and private sectors. The sectoral limitations have been hon- 
j 
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ored, and the total increase in money during FY 1965 was substantially 
below the FY 1964 increase. Data for the first five months of FY 1966 
indicate further progress in controlling the expansion of domestic 
| credit (see Table 22). Adherence to IMF recommendations probably 
has restrained the increase somewhat. Data available for 1965 and 
the tax and price reforms announced in December 1965 indicate that 
the government’s commitment to reduce domestic borrowing is being 
honored. The deficit in the FY 1966 administrative budget is to be 
covered by compulsory savings on the part of government employees, 
and no government borrowing from the banks is programed. 


Official price indicators were slow to reflect the impact of increases 
in liquidity, partly because controlled prices are major components 
| of the indexes. Data presented to the National Assembly in June 1965, 
| however, reveal a noticeable price increase over the past year (see 
: Table 9). 
i 
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Table 9 


Egypt: Oficial Price Indexes * 


1963-65 
PERCENTAGE INCREASE 
INDEX 1963 1964 1965 1964 over] 1965 over 
1963 | 1964 
Cost of living (1958=100) ..... 99 101 “116 3 15 
Retail prices (1939=100) ...... 368 384 478 4 25 
Wholesale prices (1958=100) .. 100 103 109 3 6 


*= As of February of each year. 


Spending on education and welfare programs has increased several- 
fold since 1952, and the cumulative results are beginning to appear, 
but much more needs to be done, before the results begin to approach 
Western standards. The rising cost of social programs has contributed 
to the growth of domestic expenditure and domestic debt. General 
expenditures on education have increased from £E 40 million in 
FY 1952 to £E 100 million in the FY 1966 budget. During roughly 
the same period the number of children admitted to priinary schools 
has risen from 46 percent to 76 percent of the total eligible age group. 
The goal is 100 percent by 1970. Between the 1954 and 1965 academic 
years, enrollment in primary and secondary schools rose from slightly 
less than 2 million to just over 4 million children, while enrollment in 
technical and scientific institutes increased from 42,500 to 190,700." 
With an overall literacy rate of only 30 percent in 1960, the need for 
an expanded school system was clear. The FY 1966 budget also 
includes 2E 76 million for public health, providing for rural health 
units, hospitals, and other facilities. ‘During 1951-61 the infant mor- 
tality rate was reduced from 13 to 11 percent and the ratio of popu- 
lation to hospital beds was reduced from 900:1 to 700:1." 


A number of other benefit schemes also add to the domestic deficit. 
Early in 1965 a profit-sharing distribution of £E 7 million was made 
to workers in enterprises controlled by the Ministry of Industry. In 
several cases, some of which were cited publicly, the enterprises in- 
volved actually operated at a loss. In June 1964, over £E 5 million 
in bonuses was distributed to all government workers and officials. 
The budget of the Ministry of Social Affairs for FY 1966 includes 
more than £E 4 million for pensions, old age benefits, and various 
social service institutions. A newly adopted program calls for the 
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elimination of beggary through establishment of rehabilitation camps 
and homes for aged beggars. The government also announced that 
it would begin collecting an unemployment tax on 1 October 1965.78 
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IV. The Balance of Payments Problem: Foreign Debt and Its 
Implications for Foreign Trade 


at 6 CRAM CORR G anew tot 


Spending well in excess of resources has continued for many years 
in Egypt, and the difference has been made up from foreign sources.* 
The result is an external debt well in excess of Egypt’s current ability 
to repay. Foreign money flowed into the country until after World 
War II, and sterling reserves totaling $1.35 billion were amassed by 
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ul the end of 1948. The flow then reversed, and Farouk’s spending 
He combined with devaluation of the pound sterling left foreign exchange 
Fe holdings at $783 million at the end of 1951, the year preceding the 
Ae revolution. After a sharp drop in 1952, a more gradual downward 
if trend began, continuing throughout the 1950's (see Table 23). After . 
4 1952 the trade imbalance also grew, but this was offset somewhat 
Be by nationalization of the Suez Canal and the subsequent addition of 
: ye earnings from canal operations to government revenue. Some capital 
Ae flowed into Egypt toward the end of the 1950's as foreign assistance 
fs became a significant factor. Thus, despite the upheavals of the 
| in revolution, the flight of foreign capital, and the beginning of com- 
He pensation payments to the former owners of the Canal, the combined 
Ne external deficit in the current and capital accounts for 1953-60 aver- 
3 aged only $57 million (£E 20 million), about the same as for 1951. 
a 44 As a result of this steady drain, however, foreign exchange holdings 
' fe had been reduced to only $117 million (£E 41 million at the pre- 
i Be vailing exchange rate) at the end of 1960. Of that sum, only $62 
| eI million was in the form of free reserves—that is, not already committed 
a to pay some creditor. 
| ie From 1961 to the present the problem has been especially acute. 
by a Greatly increased spending in the first year of the First Plan coincided 
aS with the 1961 crop failure, and the current account deficit ballooned 
Ae to £E 53 million in 1961, LE 118 million in 1962, and about LE 123 
ae million in 1963 and in 1964 (see Table 24). Growing receipts from 
iy the Suez Canal and from tourists were inadequate to make up the 
Be *It should be noted that persistent current account deficits are not necessarily poor policy. 
a If a country's ability to increase the output of export goods and/or import-competing 


goods is sufficiently enhanced by imports of fixed capital, the ability to close the gap at some 
future date is correspondingly improved. Capital goods for fixed investment accounted for 
only one-fourth of Egyptian imports during 1960-64. Although total imports increased about 
one-half during this period, capital goods did not gain on a share basis. The current account 
deficit was about $125 million larger than imports of total investment goods in 1963 and 1964. 
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deficit on trade account. With foreign assets already exhausted, the 


deficit on current account could be covered only by borrowing abroad. 


Loans under US P.L. 480 came to play an important part in financing 
food imports (see Figure 5). Loans of long and intermediate term 
were secured from other sources, East and West, and Egypt resorted 
to short-term borrowing from foreign commercial banks as well. 


After calling on all these sources, Cairo still faced a deficit of con- 
siderable magnitude in its external accounts. The last remnants of 
foreign exchange were utilized—at one point late in 1963, free reserves 
were down to $11 million (£E 5 million). New loans from the IMF 
were negotiated and drawn upon immediately. The debit. balance 
on bilateral trading account was run up to $158 million (£E 68 mil- 
lion) by the end of 1963. In 1964 the‘situation became even more 


stringent as the trade deficit reached a new record of $414 million - 


(£E 180 million).”” Additional drawings against the IMF loan were 
made during the year, the deficit balance on bilateral accounts in- 
creased to $229 million by year-end, and more than $30 million in 
gold holdings were sold to meet overdue short-term obligations. By 
the fall of 1964, short-term commercial credits probably exceeded 
$250 million. Meanwhile, drawings against long-term loans continued, 
and overall external debt mounted. 


Accurate totals of Egyptian indebtedness are closely held, but the 
sum probably amounts to more than $2.5 billion—an amount equiva- 
lent to over half of annual GDP. Through 1958, Egypt was relatively 
free of foreign debt, except for Suez compensation obligations. Since 
then, drawings against official Western loans, grants, and government- 
guaranteed credit facilities have totaled well over $1.7 billion, includ- 
ing over $800 million for food under P.L. 480. About $450 million has 
been drawn against economic credits extended by Communist coun- 
tries.” The total bill for military equipment purchased from the USSR 
and Czechoslovakia is estimated at about $610 million, excluding ma- 
teriel still on order under a 1964 agreement. Short-term commercial 
liabilities stand at about $200 million. Repayment obligations total 
about $2.7 billion; the $229 million bilateral trade deficit (as of 30 De- 
cember 1965) brings the gross amount to more than $3.0 billion. Re- 
payments against this sum probably have not amounted to much over 
$660 million. Over two-thirds of the $2.5 billion outstanding stems 
from sources other than P.L. 480, and at least one-third 1 must be repaid 
in hard currency (see Tables 25 and 26). 
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FOREIGN RECEIPTS AND PAYMENTS* 


Million US $** 


Current Receipts 


“Tourism and Other.Rece 


ie Suez Canal Dues oh 


1956 


Million US $”* 


*Based on official Egyptian figures. 


**Conversion rates: 


EGYPT Figure 5 ie 


1956-64 


Non-Cotton Exports |} 


223. 


1959 1960 1961 1962 1963 1964 
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1960 


1959 1961 1962 1963 1964 


1£E=US $ 2.872 through 6 May 1962 

1£E=US $2.30 therealter 

Because of problems of conversion at midyear, 1962 figures are approximate. 
Imports are understated to an unknown extent (perhaps $75 million to $125 
million annually) because of incomplete coverage of goods under long-term credit. 
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Repayments on Egypt’s external debt currently absorb nearly one- 
third of foreign revenues, and payments due will continue to mount 
as Western loans mature and Soviet projects are completed. Foreign 
debt service amounted to about $185 million in FY 1963.” Balance 
of payments data for FY 1964 reveal transfers abroad of $269 million 
for principal and interest, with government debt payments probably 
accounting for all but a small part of this total” The FY 1966 budget 
allocates $93 million for interest on the public debt, of which at least 
$60 million probably pertains to foreign debt. The FY 1966 budget 
figure is $31 million above that for FY 1965. Compared with pay- 
ments of $230 million to $255 million in calendar 1965, the foreign 
debt obligation for 1966 probably totals between $230 million and 
$240 million. The slight decrease in 1966 stems from apparent retire- 
ment of short-term debt in 1965. Components are estimated to be . 
roughly as follows: - 


Pars 


Mx.110N current US $ 


1965 1966 

Installments and interest on development loans and other 

long-term economic obligations .............+-.+2.00. 130 =: 140 to. 150 © 
Settlements on clearing accounts, short-term debts, compen- : 

sation agreements, and the like (including interest) .... 75 to 100 65 
Installments on Soviet Bloc military credits (possibly in- 

cluding some interest) ........0... ccc cece eee eeeneee 25 25 

DOtal a5 258 Bee ole Bias as NOS ERS Sows ess 23010255 230 to 240 


The hard currency component of total obligations for 1966 probably 
comes to between $130 million and $140 million—$90 million to $100 
million on long-term debts to the West plus about two-thirds of the 
total for clearing accounts and short-term debts. Annual obligations 
to the USSR under economic credit agreements are expected to reach 
about $57 million by 1970, compared with $26 million in 1968, and 
most other components of the total probably will rise substantially. 


. The USSR recently has taken several steps to stretch out repay- 
ments and thereby ease the immediate burden of debt service: appar- 
ently it promised not to exercise its right to call for repayment of 
excessive trade imbalances in hard currency and reduced the annual 
installments due on military credits to $22 million from $43 million 
for 1965-67." Available information indicates that past Egyptian 
repayments to the USSR have been in goods rather than hard currency, 
although terms of an unutilized 1963 credit of $44.4 million may call 
for repayment in pounds sterling.” 


Arms payments are not the major element in current debt servicing, 
but they account for $179 million out of the $212 million paid to 
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the USSR during 1959-64. About $195 million also has been repaid 
under terms of arms agreements with Czechoslovakia. The 1964 
arms payment of about $22 million to the USSR represents less than 
6 weeks’ revenue from the Suez Canal; a similar amount spent for 
wheat would cover requirements for about 2 months. In 1965, eco- 
nomic and military debt repayments to the USSR will be about equal. 
By 1970, repayments on economic loans will become the major compo- 
nent of the total, even if the annual arms obligation is restored to its 
1964 level (see Table 27). 


Despite an actual decline in commodity exports during 1960-62, 
foreign earnings of the UAR have risen substantially, largely as a 
result of growing receipts from the Suez Canal and from tourist ex- 
penditures (see Table 10). Because of fluctuations in international 
cotton markets and in Egyptian crops, earnings from cotton exports 
have fluctuated widely. Steady growth in the value of non-cotton 
exports reflects growing diversification of the Egyptian economy. De- 
ducting 1964 exports to the Communist countries of about $250 million 
and estimating about two-thirds of tourist revenues to have been in 
hard currency, identifiable hard currency earnings ( including Suez 
Canal revenues) approximated $525 million for 1964, compared with 
$475 million estimated on the same basis for 1963. 


Foreign debt servicing for 1965 amounted to about 40 percent of 
total commodity exports, or over 25 percent of total earnings from 
major sources. The hard currency component of the debt works 
out to more than 25 percent of 1964 hard currency earnings. Unless 
export earnings increase at a much faster rate in the future than in 


Table 10 


Egypt: Major Sources of Foreign Exchange Earnings * 
Selected Years, 1952-65 
Million Current US $ 


| 1952 [1955 [1958 [1961 [1963 | 1964 | 1968 


DOted oe se hk oases chee Gact ag, 549 575 635 692 748 804 897° 
Suez Canal revenues ........ 76° g2* 3291 147 164 179 197 
Receipts from tourism ....... 43? 65 41 66 62 86 95> 
Raw cotton exports ........, 362 307 312 297 278 268 340” 


Other exports .............. 68 111 161 182 244 271 265" 
ax 
> Estimated. 


* Accruing to foreign shareholders, 
ey * 
Estimated on the basis of the comparative number of tourists. 
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the past, and more rapidly than import expenditures, the ratio of 
scheduled debt repayment to income will continue to rise. The 
possibility of substantial new petroleum discoveries provides the only 
hope for stemming the rise. 


Export projections included in the First Plan have proved reasonably 
realistic in local currency terms, but import projections have been wide 
of the mark. The planners clearly had no prescience of those domestic 
policies promulgated in later years which have permitted huge in- 
creases in imports. Planned and actual levels cannot be compared 
meaningfully, because prices have changed. An intervening devalua- 
tion of the Egyptian pound (May 1962) further complicates compari- 
son of trade trends in terms of hard currency equivalents. The gen- 
eral magnitude of the planned ‘and actual trade gap is illustrated, 
however, in Table 11. The large discrepancy between the $41 million 
trade surplus planned for FY 1965 and the realized deficit of $249 
million illustrates Egypt’s financial distress. On the export side, both 
rice and petroleum earnings exceeded expectations, while cotton sales 
went about as planned. The unexpected increase in food consumption 
led to outlays for imported cereals and flour at levels almost twice as 
high as anticipated. Continued crude oil imports canceled out unex- 
pected success in increasing petroleum exports, although a reversal 
in this balance is likely before the end of the present decade. 


Cotton no longer dominates Egyptian exports as completely as in 
the past (see Table 12). Exports of raw cotton and cotton products 
eared $329.9 million in 1964. Following cotton in importance were 
rice, valued at $69.8 million (up from $45.0 million in 1963), and petro- 
leum, valued at $47.5 million (up from $45.6 million in 1963). Refined 


Table ll t 


Egypt: Foreign Trade, Planned and Actual * 
Fiscal Year 1965 


Miuuron £E Mitui0N US $ 
Planned’ {| Actual * Planned > | Actual ¢ 
Exports .............-. 229 265 658 610 
Imports ............... 215 374 617 859 
Balance ............. 14 —108 4] — 249 


*™- Because of rounding, the sum of the components may not agree 
with the balance shown. 

*In constant FY 1960 prices. 

*In current prices. 
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Table 12 


Egypt: Composition of Exports * 
Selected Years, 1952-64 


Percent of Total Value 


Corron AND 
COTTON PRODUCTS 


OTHER EXPORTS 


1052 gas adgnranaeaataaraatau wins - 89 11 
IOS 4s nel NG den Series Lnaeaaes 16 24 
DOO vt ities ealeecca ee aed 78 22, 
SGC cen tinet ea ttndiernaterdns 61 39 . 


products contributed $19.1 million to the petroleum export total in 
1964, compared with $11.5 million in-1963. 


Significant changes in the commodity composition of foreign trade 
during the 1960’s have been limited to a few categories (see Table 28). 
One of the most disturbing elements, however, is the growth of imports 
in the consumer goods category; expenditures for such items increased 
more than 60 percent, and consumer goods make up an increasing 
part of rapidly rising purchases abroad. The category breakdown 
used by Egypt may even understate the extent by which total con- 
sumer imports have grown, because imported components for con- 
sumer durables and other consumer items assembled in the country 
are included in other categories. Investment goods continued to 
account for only one-fourth of total imports. Exports of finished 
and semifinished products are dominated by cotton yarns and textiles, 
which increased in value from $45.4 million in 1960 to $61.8 million in 
1964; exports of other goods in the category remained almost un- 
changed at about $29 million. Declining earnings from raw materials 
are attributable both to lower raw cotton prices and decreased pro- 
duction of non-fuel minerals. Concurrently, total export earnings 
from foodstuffs increased more than 60 percent because of greater 
rice sales. 


During the 1950’s the geographical distribution of Egyptian trade 
changed much more markedly than commodity composition (see Table 
13). At the time of the revolution, trade with Communist countries 
was not large, but by 1960 these countries were purchasing about half 
of total exports and providing more than one-fourth of total imports. 
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Table 13 


Egypt: Geographical Distribution of Foreign Trade 
Selected Years, 1932-64 


aia tthe © 


Percent of Total Export and Import Valua 


| 1952] 1956 | 1960] 1961 | 1962 | 1963 | 1964 


EXPOS 10 oii os 2 See Rees ot eles Dates s 100 100 #100 100 «#100 «#6100 100 
USSR and Eastern European Communist 
countries 6.0.0.0... cece cece eee is 28 35 40 34 864006 640 
Communist China ................005 2 6 8 3 5 3 3 
Yugoslavia 2.0.0... cece eee eee eee Negl. 1 7 1 3 3 4 
>. ds Other’ ccers tease se Sih a areiaia adios 88 65 50 56 58 54 583 
Imports from ....0 0... e cece ees 100 100 100 100 100 100 #@ 100 
USSR and Eastern European Communist 
counties 2.0.0... cece eee eee 10 12 22 21 20 15 16 
Communist China ................665 Negl. 2 3 3 3 2 2 
Yugoslavia 2.2... 0... cece eee eee eee 1 Negl. 3 3 3 3 2 
Other 2 iss ee hea nate sees eor's "85 ° 8 72 74 $‘T 81. 80. 


**. Because of rounding, components may not add to the totals shown. i Co 


The rise in the proportion of total cotton exports going to Communist 

countries was halted during 1961-63. The Free World’s share of 

Egyptian sales and markets expanded somewhat as the world cotton 

market firmed and Western countries became relatively more impor- 

tant to Egypt as sources of food and capital goods. Through the 

middle of 1964, Western sales to Egypt continued to grow, but data 

for the full year show a slight shift in favor of the Communist countries. 

By the Jast quarter of 1964, the hard currency shortage had become 

particularly acute. At about the same time the USSR promised to 

forego hard currency settlements. Instructions to purchase essential 

i imports from Communist countries, even if such sources were not 

competitive in terms of quality or price, were circulated throughout : 
government agencies.*’ Trade data indicate that these instructions had H ' 

relatively little impact on trade shares in 1964—+the Soviet and Eastern é 

| European share of total imports increased slightly to 16 percent (see’ 

; Figure 6). Partial data for 1965 show a further increase in the 
{ 

i 
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trade share of the Communist countries. 


Two recent studies reportedly prepared by an Egyptian govern- 
mental unit indicate that the Communist countries have been taking 
' advantage of Cairo’s new emphasis on purchases from countries with 
which it has bilateral trade agreements. A survey prepared in early 
June 1965 showed that prices of Communist goods rose steadily for 
several years and averaged 32 percent above prices of similar Westen 
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Figure 6 


EGYPT 
GEOGRAPHIC DISTRIBUTION 
OF FOREIGN TRADE, 1964 
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TOTAL IMPORTS 
US $953,100,000 
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: Ee ; 
Arab Other ~ i 
Countries 15.5% | ; 
8.7% Pe 
24,8 ; { 
United os 
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3.3 communi 4 
% Countries * 
Western 43.1% 
Europe 
29.4% 


TOTAL EXPORTS 
US $539,100,000 
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goods.** A second study, completed in July, indicated that Commu- 
nist prices then averaged 45 percent higher than comparable Western ik 
prices.** Both studies purportedly were to be forwarded to Nasser 
through the Ministry of Supply. Even if the information contained 
in the reports is accurate, Egypt presently is in a poor position to 
negotiate for more favorable prices, since the hard currency shortage 
would lend a hollow ring to any threats to switch to Western suppliers. 
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Burgeoning repayment obligations to Communist countries may 
force a further increase in Egyptian exports to such creditors. Al- 
though no large-scale shift in this direction appears imminent, sales 
to Communist countries during the 12 months ending 31 July 1965 
accounted for 59 percent of total cotton exports, compared with 52 
percent in the previous year.*® At various times in the past, debt 
repayments due have been debited against trade accounts already 
in deficit. Total Egyptian debt to Communist countries under such 
arrangements stood at about $214 million at the end of 1964. A 
Soviet official stated that Egypt owed the USSR the Egyptian pound 
equivalent of $50 million as of January 1965 and that Moscow ex- 
pected the trade debt to reach $187 million by 1970.% A highly 
publicized consignment of Soviet wheat to the UAR by the USSR, 
begun in June 1965, probably added $16 million to $17 million to 
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the above debt totals. Although the USSR has not demanded repay- e 
ment in hard currency so far, it also has not indicated that its present i 
attitude will continue indefinitely. Egypt has been extremely anxious ig 
i to maximize hard currency earnings and has made a concerted effort Be 
{ to expand its export markets in the Free World. To this end, Egypt A 
has attempted to limit Communist countries to about half of total i 
cotton exports for the past two years, although they take more when i : 

Free World demand falls short. Egypt also continues to require ae: 
payment of Suez Canal tolls in hard currency regardless of the debt ip 
situation vis-a-vis the country of registry. fe 
Egypt will be able to continue these policies only as long as Com- if 
: munist creditors—notably the USSR—acquiesce. Some difficulties i 
came to light in the early 1960’s, when Communist countries resold : 


Egyptian cotton in Western markets, but such transactions were 
stopped at Egyptian insistence and apparently have not been resumed. 
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i 
| Recent reports, however, indicate that Communist countries have been se 
i reexporting Egyptian textiles to the West.” Clearly, the USSR and, 8 
to a lesser degree, other Communist countries enjoy a pivotal position = 

e in Egypt's foreign trade. The circumstances under which they might By 
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attempt to use this position to apply political pressure, however, are 
unpredictable. 


As of early 1966, Communist countries had promised about two- 
thirds of the credit currently available for future development. Little 
has been drawn against Communist credits extended in 1963-65 
(totaling $910 million), and about $275 million remains undrawn 
from 1958-62 credits. The Egyptians therefore can count on more 
than $1.1 billion in equipment, materials, and services from Com- 
munist countries for current and future projects. In contrast, little 
new credit has been committed by Free World countries, although 
evidence of a renewed interest has appeared since the Muhyi al-Din 
cabinet was installed. France extended a $32 million credit Jate in 
1965, and Spain reportedly has agreed to provide $25 million. In- 
February 1966, Kuwait agreed to deposit $42 million more in Egyptian - 
banks. About $30 million is available from Yugoslavia, and Japan 
has agreed to provide $50 million in project assistance: In April 
1966, Italy agreed to extend $45 million to $50 million in new credits. 
About $240 million remains available from credits previously extended 
by Western countries—$150 million under contracts already signed 
and a further $90 million not yet committed. More than half this 
sum, however, is from West Germany and probably will be slow to 

materialize while diplomatic relations remain suspended. Western 
oil company commitments probably will involve private foreign in- 
vestment of over $50 million in Egypt during 1966-70. In addition 
to the $460 million in investment commitments listed above, the US 
has agreed to ship $55 million in P.L. 480 foodstuffs, and Egypt 


recently has collected at least $46 million in short-term commitments 
from US banks. on 


Still other investment credits probably will be forthcoming from 
the Free World, but their size and origin will depend on both eco- 
nomic and political developments. Negotiations for additional draw- 
ing rights from the IMF, which depend to a great extent on the 
performance of the economy, have been undertaken. The Inter- 
national Bank for Reconstruction and Development (IBRD) also 
appears to be giving some consideration to new loans. If and 
when relations with West Germany are normalized, additional eco- 
nomic assistance probably will be part of the package. At present, 
however, the ratio of long-term assistance available is about two to 
one in favor of the Communist countries. In contrast, through 1965, 
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Egypt had received four times as much economic assistance from 
the Free World as from the Communist countries, although the USSR 
| and Czechoslovakia had monopolized the military assistance field. 


A priority system for allocation of foreign exchange was established 
in the fall of 1964. Each month a special committee headed by the 
Prime Minister allocates the previous month’s receipts according to 
the following order of priority: ‘ 


' (1) Debt service 


(2) Basic commodities (food and the like) required by the Minis- 
try of Supply 


(3) Intermediate goods 
. (4) Capital goods 


In practice, funds usually are exhausted before the capital goods 

category is reached. Two exceptions to the allocation schedule, 

however, permit imports of certain equipment: replacement ma- 
chinery for existing industry is treated as a high-priority item under 

category 3, and goods obtainable under long-term credit are not 

affected because they require no immediate hard currency outlay. 
7 if Using the above allocation priorities, debt service is being covered 
and a schedule of retiring overdue short-term credit has been estab- 

lished. Arrears are to be brought up to date by May 1966. The 

e schedule has been met in most cases, but payments were about six 
weeks overdue in December 1965. Results to date appear to be at 


least partly responsible for recent expansion of commercial credit by 
Western banks. 


Preliminary foreign trade statistics covering calendar 1965 show 

a deficit of $269 million.** This compares with $414 million for 

calendar 1964, If later revisions do not change the picture substan- 

tially, the new approach to foreign currency expenditures must be 
considered a success, at least in the short run. 
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V. New Initiatives and Alternatives for the Future 


The Egyptian economy in 1965 is stronger and more diversified 
than in 1952; whether it will continue to thrive or sink back into 
stagnation depends on the present and future actions of the Nasser 
regime and of various foreign governments. Private enterprise and 
private foreign investment cannot be expected to play an important 
role while the xenophobic aspects of “Arab Socialism” remain domi- 
nant. Furthermore, military expenditures probably will not be re- 
duced substantially as long as the present Arab-Israeli outlook 
continues. / 


Full implementation of the Yemen disengagement decision could 
be a major plus for the Egyptian economy. At least $60 million 
annually has been spent to support Cairo’s war effort in Yemen’; 


growth. The foreign exchange component (perhaps half) could be 
used to finance a 25-percent increase in imports of investment goods 
or to purchase raw materials arid spare parts for industries presently 
operating well below capacity because they are short of such inputs. 
The domestic expenditure component also could be re-directed into 
more productive channels. The regime could, of course, elect to 
devote part or all of the total to other foreign adventures. 


The emphasis placed on expansion of industrial production by 
Egyptian officials appears inescapable in view of the relatively limited 
opportunities for improvement of agriculture and the pressure of 
population growth. Although only a handful of industries presently 
can be considered competitive, both short-run and long-range con- 
siderations encourage continued industrialization. In a country with 


industry is justified when the resulting value added exceeds the 
prospective value added by equivalent effort in other sectors. In a 
country such as Egypt, where land is limited, labor is plentiful, agri- 
culture already is intensive, transportation is not a serious bottleneck, 
and the scope of activities bringing in foreign exchange cannot be 
expanded greatly, industry could well meet such value-added criteria, 
even if all inputs had to be imported. Longer run considerations, 


*JIn addition to normal garrison costs in the UAR. 
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such as prospective economies of scale stemming from market growth 
and improvements in productivity that can be expected to follow 
when a few years of experience have been registered, also point to 
future benefits from industrialization. Industry provides the means 
for establishing a sound economic basis for further urbanization. 
Moreover, demographers have found that urbanization tends to be 
associated with slower rates of population growth. ‘The type of 
industry, however, must be chosen with care, and Egypt will find 
the most promising opportunities in agriculture-related fields. Pros- 
pects for industrial growth have been enhanced by recent decisions 
to eliminate prestigious but uneconomic projects from current con- 
sideration. Industry may never again reach the 10-percent annual 
growth rate of the early years of the First Plan, but something on the 
order of 6 to 8 percent annually should be attainable over the long run. 


Egypt's population problem is widely recognized. However, de- 
spite frequent reference to the subject in speeches and newspapers, 
no effective measures were undertaken by Muhyi al-Din’s predeces- 
sors. In the past several months, some action has been taken to 
organize and operate an effective population-control program. 
Special family planning councils have been established on both the 
national and local levels. Despite strenuous cuts in the budget for 
the current fiscal year, a special appropriation of 2E 1 million for 
population control has been announced, and expert foreign advice 
is being sought. 5 


Assuming energetic application of the most effective control meth- 
ods now known, the rate of population increase might be stabilized 
in seven or eight years and a small decrease might take place in 
something over a decade. The First Plan projected the growth rate 
at 2.3 percent; it may in fact have reached 3 percent in the final year 
of the plan. If the rate at which population expands continues to 
increase, however, raising per capita output will become increasingly 
difficult. Conversely, even a small decrease in the rate of population 
growth would lessen the increasing pressures on land, food supplies, 
housing, and welfare facilities. 


The price and tax measures adopted in December 1965 are expected 
to increase the income of the government by about £E 110 million 
annually. At the same time, expenditure plans were revised and the 
total was cut by about £E 40 million on an annual basis. In conse- 
quence, the treasury expects additional funds and reduced obligations 
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to aggregate &E 150 million annually. Atleast 2E 50 million repre- 
sents increased taxes and accelerated collections of other individual 
obligations to the government—2£E 50 million that will be removed 
from the pockets of individual consumers. This sum is equivalent 
to almost 5 percent of total consumption expenditure. Government 
operations (industry and the Ministry of Supply) are expected to 
record an improvement of £E 55 million in their financial operations, 
primarily in the form of increased profits stemming from higher prices. 
Industrial profits alone are expected to rise by some £E 30 million 
to £E 35 million—an amount equivalent to about 10 percent of 


anticipated gross investment in the current year. 


The domestic impact of the various price adjustments should be 
severalfold. A smaller supply of physical goods will account for an 
equivalent amount of consumer spending.’ Government revenue. will . 


‘increase, and output of privately produced or cultivated products 
will rise. The temptation to engage in hoarding and black-marketing 


will also be reduced. 


The new program marks a major step in strengthening the economy 
and, if implemented with determination, will have a significant impact 
in restraining consumption, raising export potential, and facilitating 
the maintenance and future growth of investment. A new uptum 
in the rate of economic growth, however, probably will not appear 
for a year or two. The economy has not yet fully recovered from 
the unsettling effects of the 1964 austerity program, and the measures 
enacted in late 1965 will require even more extensive and fundamental 
adjustments. If current economic policies are pursued through the 
adjustment period, however, the combined impact of increased 
domestic availability of investment finds and growing earnings from 
petroleum should provide a basis for accelerated growth. 


At the same time, a new and more forthcoming attitude toward 
foreign private investment appears to be emerging. US businessmen 
visiting Cairo are made to feel far more welcome than was the case 
a few months earlier. Government pronouncements suddenly have 
begun to include mention of the importance of the private sector and 
of the opportunities for foreign capital. Whether this new attitude 
will survive and bring concrete results in the form of private capital 
inflow, however, remains to be seen. 


Despite new measures and new approaches, the magnitude of 
Egypt’s problems is such that serious difficulties probably will persist. 
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For some time to come, Egypt will be unable to eam enough foreign 
' exchange from its own output of goods and services to cover planned 
investment and external debt service requirements. Until industry 
becomes much more advanced and petroleum begins flowing from 
new fields in far greater quantities, Cairo will have to rely on foreign 
sources for substantial foreign exchange credits. Egypt appears to 
have gained some control of its foreign exchange problem, but this 
control is exercised on a month-to-month basis. The exchange crisis 
reached a peak in the fall of 1964, but a full solution is as elusive as 
ever. Until December 1965 the upper echelons of the Egyptian 
government gave no indication that they recognized either the full 
extent or the probable duration of their difficulties. A chronic foreign 
exchange shortage is to be expected over the next decade, yet economic 
goals requiring massive foreign assistance remain essentially un- 
changed. Communist countries already have promised about $900 ee 
million for investment in the next seven years, and the possibility 
that they will increase these commitments cannot be dismissed. The 
attitude of Free World countries, however, will be instrumental in 
determining whether or not Egypt can come close to realizing many 

of its plan goals. 
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If US-UAR relations should reach another impasse resulting in 
cessation or further curtailment of wheat shipments, the consequences 
would depend Jargely upon decisions made in Cairo regarding resource 
allocation. Sufficient wheat to provide for bread consumption at 
reduced but adequate levels probably would cost about $100 million 
ayear. If the USSR is willing to spend $100 million in hard currency 
annually to provide the necessary wheat, there would be no imme- 
diate serious impact on the Egyptian economy. Egypt's total debt 
to the USSR, however, would increase by a like sum. For the 12 
months ending in June 1965, deliveries to Egypt under Soviet economic 
credits totaled about $65 million and involved little or no expenditure 
of hard currency.on Moscow’s part. If wheat purchases are financed 
by a transfer of resources from the Yemen war and from such projects 
as advanced weapons programs, the domestic economy would be 
little affected. Diversion of land from cotton for increased produc- 
tion of wheat for domestic consumption would impair export earnings 
seriously and almost certainly would not be undertaken. Alterna- 
tively, diversion of funds from investment would cut total investment 

by 15 percent, but the immediate impact on economic growth would 
depend on the particular projects canceled or delayed. Given the 
already low level of consumer imports, their forfeiture in favor of 
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wheat would quite likely create unacceptable domestic political and 
economic difficulties. 


The combined aid programs of East and West are not likely to re- 
lieve the balance of payments pressure as long as the Egyptian govern- 
ment continues simultaneously to spend heavily for development and 
to sustain recent levels of consumption. For some time to come, 
both the United States and the Communist countries will retain the 
potential to upset the tenuous financial balance achieved by Cairo 
and plunge Egypt into a far more serious foreign exchange crisis than 
has yet been faced. 
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APPENDIX A 


STATISTICAL TABLES 


Table 14 


Egypt: Gross Domestic Product 
Fiscal Years 1951-65 


Gross Domestic | Percentage 


Fiscal Year Product * Change from 


(Million £E) | Previous Year 


WOOD as cs a rece 900 
1952..........00005. 7 +» 983 
1958.6 bee ee h e 851 
19542 se otack as wa es 869 
1G DS is scicss eae dies oes 882 
1956 sh eisscie been wees N.A. 
5 LY tera Ce eae NA 
1958 se ieiievinic saree ce ey 1,084 
19598 od ee ie SRSA oes 1,185 
FOC odie cee o's 1,285 
AGOV och coeds ease 1,364 
1962 soos ca acces 1,406 
1968 oii eecsie tet tele ee 1,514 
OG4 scotia ead wc wees 1,631" Ns 
1965 (Provisional)... .. 1,709 


| 
i 
Noo 


e 
. 


ZZ 2 
b> b> b> 


omonnan © 


#4. Data for 1951-60 are in current prices, and data 
for 1960-65 are in FY 1960 prices. 


rn aa rae 


ee woth 


peat srodifadndd bate incen eee eee 


Bi B. 


COPY 
JOHNSON 


marae ie + wpe sear el. - 
a ay SESS iad Peay 
agae 


Table 15 


Egypt: Gross Domestic Product, by Sector of Origin * 
Fiscal Years 1960-65 : 


Percent- 
age In- 
crease 
Provi- 
sional 
1965 over 
1960 


Fiscal Year Data (Million £E in 1960 Prices) 


Sector 


naan nates tines metalic iaamaie andi tiaaiaaia st Chsadln es sists ities LNiBa al Ol 


Agriculture..............6. 405.0 402.7 373.0 426.4 452.9 477.0 512 17.8 
Industry.............-00-- 256.3 285.6 309.9 329.2 369.6 385.0 516 50.2 
Electric power............- 9.8 12.2 16.3 18.4 18.6 22.4 24 128.6 
Construction. ......-....4. 47.1 44.2 65.4 68.8 | 76.6 71.8 5152.4 
Transportation, communica- eae “8 

tions, storage, and Suez 

Canal: ec cesses eekiedes 92.9 102.2 116.9 127.1 144.0 154.6 117 66.4 
Housing...............-.6- 73.0 73.8 76.2 77.6 78.7 80.1 - 84 9.7 
Trade and finance.......... 129.2 145.1 151.6 154.0 148.3 151.9 162 17.6 
Other services...........-. 271.9 297.9 297.1 312.9 342.2 366.5 329 34.8 

(ii Pee eee ee 1,285.2 1,868.7 1,408.4 1,614.4 1,680.9 1,709.8 1,796 33.0 


: * Official Egyptian figures adjusted to allow for the fact that recent figures for Construction and Other services have been 
' released only in current prices. 
Table 16 


Egypt: Utilization of Resources * 
Fiscal Years 1960-65 


Million Egyptian Pounds in FY 1960 Prices 


Fiscal Year 


ed Vee 7960 | 1961 | 1962 | 1963 | 1964 1965 
Spe es Provisional 

Gross domestic product........ 1,285 1,864 1,406 1,614 1,631 1,709 
Consumption.............5 1,048 1,086 1,153 1,224 1,291 1,332 
Defense >. ........ 0.00 eee 74 85 104 118 ' 138 140 
Domestic savings. ......... 163 ° 195 149 171 201 238 
Gross investment... 0.200506: 168 2i1 235 276 337 814 
Domestic savings.......... 163 195 149 171 201 238 
Foreign loans and grants 4. , —5 16 86 104 136 76 


«4. Because of rounding, components may not add to the totals shown. 

b Estimated on the basis of budget allocations for the Ministry of War, the Armed Forces, 
armaments factories, and the United Arab Command. Available data are inadequate for 
calculation of a “‘government” sector in the traditional manner. 

° Including a net capital outflow of £E 5 million. 

4 Net capital inflow, all of which is treated as investment. 


56 ae ‘sono 
LYNDON B. JOHNSON LIBRARY 


3 
t 


NOSKHOE ‘@ KOGKAY 


Table 17 


Egypt: Availability of Food Grains * 
1951-65 

Thousand Metric Tons 

1965 


Provi- 
sional 


= 


ene ty 
SPS: 


s. 


Food Grains 1953- ; 1954 1964 


eR ay 


Wheat ae 
Production..... eR tactia te ete heavs 1,209 1,089 1,547 1,729 1,451 1,541 1,467 1,417 1,443 1,499 1,436 1,593 1,493 1,499 1,474 i 
Imports >... .. eee wees ... 1,152 910 586 79 = =Negl. 589 841 1,162 1,318 1,286 1,260 1,569 2,154 2,062 aS 

Total supply ®.......... ... 2,861 1,999 2,183 1,808 1,462 2,180 2,808 2,579 2,761 2,786 2,696 3,162 8,647 8,661 Bt. 

Corn a 
Production..... Sutenteceowad 1,421 1,506 1,853 1,568 1,714 1,652 1,495 1,758 1,500 1,691 1,617 2,003 1,867 1,934 1,987 
Imports 4........ ase echuasaceeahon 20 43 9 Negl. Negl. 86 77 59 107 51 101 265 199 465 

Total supply S.cccccceeceee L461 1,649 1,868 1,608 1,714 1,788 1,672 1,817 1,607 1,748 1,718 8,268 8,068 2,399 

Rice (milled) r . 

Production... .....ececeeeees 427 355 449 769 856 1,028 1,116 707 1,056 1,022 785 1,402 1,465 1,344 1,720 
Exports.......ecceseeees Seas 97 1 13 47 152 221 296 360 23 280 203 144 380 531 
Total supply ®. 1... 0. ee eens 830 864 486 722 704 807 820 847 1,088 742 582 1,868 1,086 818 


a 46, 


> Including wheat flour converted into its wheat equivalent. 
¢ Exports negligible. : 
4 Including corn meal converted into its corn equivalent. 4 
* Imports negligible. = 


Table 18 


Egypt: Agricultural Production and Income * 
Selected Fiscal Years, 1952-65, and Second Plan 


Fiscal Year | Production» | Income * 


H F Million £E in FY 1960 Prices 


i 195 2 sri oi eee Se eee oa eae : 444 252 : . 
W960. ei kiseicas sett meow ade 574 405 
VOCE ods crc eencuees were “ 656 453 
1965 Actual........ 0. cece ee enee 671 477 
Plan....... oe ed wikt sts Shei esy 736 512 
rf Second Plan goal 
: 1960 formulation............. 910 627 
i 1965 formulation ¢............ 860 610 
Percentage Increase 
i ha 1965 over 1952.......0.0ceceeee 61 89 
Pi ‘ 1965 over 1960...... Mae Teese es 17 18 
2 1965 plan over 1960............ 28 26 
: Second Plan goal over 1965 (1965 
formulation 4)...............- 28 28 
a 47. 


> Gross value of output. 
° Value added. 
| 4 The Second Plan goals for 1972 as formulated in 1966 are 
5 | not available. 
| 
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Table 19 
Egypt: Public Finance * 
Fiscal Years 1952-67 
Million Current Egyptian Pounds 
Total Expenditure | Ordinary Revenue > 
Fiscal Y ooo 
pepe Budget | Actual | Budget | Actual 
1952 oon wisiceceveces 232 234 215 195 
1953...... sews 207 210 206 199 
1954 os ofc peta. 254 233 198 212 
1955....... weeks 294 270 222 232 
D95G 2 oes ataccleniee's 329 340 238 293 
VOGT vicsdaieicis « 342 358 280 276 
1958 0.6 isis cave vs 336 319 334 264 
1959............ 430 413 403 292 
WQGO deter y ed 511 485 > 445 278 
DOG] oie ede aes 700 veces” | B40 304 ae 
1962....... rere 780 we 550 322 
1963........ ers | cre 728 346 
1964 5% eae 1,079 —s........... 775 453 
1965. cosh ees 1,184 ...... 829 is es 
1966. occ ces tee 1,205 =... ... +) SS er 
1967 °........... 1,296 eeehees 1,075 Sanwa 
a 43. 
>For FY 1953-62, excluding revenue of the development 
\ i budget, which is composed mainly of foreign grants and loans 
and internal borrowing; for FY 1963-65, a residual derived by 
deducting domestic and foreign borrowing plus the deficit in the 
services budget from the total expenditure. 
* Based on unofficial newspaper reports. 
Table 20 
Egypt: Budgeted Sources of Revenue for Administrative Purposes » 
Fiscal Years 1963-67 
Million Current Egyptian Pounds 
Fiscal Year , 
1963 1964 1965 1966 | 1967> 
PEAXES 2. tees s Bee OM ea Bal nie tins 6 243 275 309 345 355 
Income and property taxes.......... 59 70 74 98 108 
Excise and customs duties.......... 176 193 223 233 233 
Stamp taxes....... e Sisease the wees 8 12 13 15 14 
Charges for government services....... 64 64 75 83 159 
Other central government revenues. ... 31 32 20 22 24 
Local government revenues........... 51 50 54 58 54 
Receipts from industrial budget... .... 85 80 108 118 125 
Dota sesh nies edie Shwe base nes 476 601 566 626 717 
DEF CH 5095s adios career Lanark 44 40 44 2 eters 
SuTplus vito oloe ceo 2k Se he Meh cele av. tee So he 38S aed F a ll 
» 49. Because of rounding, components may not add to the totals shown. 
+ Based on unofficial newspaper reports. 
a" v q 
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Table 21 ' 


Egypt: Government Debt to Domestic Banks * 
1952-65 


Million Current Egyptian Pounds 


Year> Cumulative Total | 4mount of Change 
from Previous Year 

B96 inc tho le clejacesesed eee 88 
W958 ei Scib ek cee Ve 82 ~6 : 
DOB ic: Sess o laieridionds 66 —16 : 
1955. Sercos wid 107 +40 
195665 sabe Skies 194 +88 
VOSS acs iseceseaes 209 +14 
1958 cece saad oenw vas 211 +2 
W959 6 sc cccavnnge cele 235 +24 
1960s conc hes. eer 301 +66 
L961] cs eeeecase ed 341 +39 : 
1962 i: oo case eu deaces 396 +55 | : 
1963 .022c its 524 ~ £128 ; 
: bc. ee 611 +87 
VOGD coca eee es ok 687 +76 


#50. Data are rounded. 
= » As of the end of each year. 


Table 22 


Egypt: Factors Affecting Changes in Money Supply * 
1964 and 1965 


Million Current Egyptian Pounds 


Change over Previous Period 
Fiscal Year July-November 


1964 1965 1964 1965 
Money supply.......... 0. eee cece eee 94.4 60.5 82.3 59.7 
Quasi-money >............ 0c eee ee eeee 16.5 18.2 15.6 26.4 
Total increase........... hop Mtccnenay 110.9 78.7 * > 97.9 86.1 

Factors 
Foreign assets (net)*..............-. —30.1 —3.84 —26.34 —30.0 
Total credit expansion............... 141.0 82.5 124.2 116.1 
Claims on government (net)........ 139.1 30.4 6.6 44.2 
Claims on private sector..........- 6.9 17.6 97.9° 81.5 
Other factors (net)°..............-. —5.0 34.58% 19.7 —9.6 

e 61. 


>» Time and savings deposits. 
| ° A minus sign denotes a decrease in money supply. 


# Including changes in the net International Monetary Fund position and adjustment for 
revaluation of gold holdings. 
¢ Including gold revaluation profits credited to the Egyptian Treasury account. 
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Transactions 

Proceeds of exports.........-cccee eee eeeee «.. 184.8 

Payments for imports..... 0. cscs cece ences 221.7 
Trade balance............ Svea yess wesw es = OOL9 

Other current transactions............ sesegeees 26.5 
Balance of current transactions............... =10.4 

Net capital transactions including donations or 
compensations........ MAIER Cw USB 


Overall surplus or deficit.cccccccccccecsenes 714.0 
Changes in foreign assets and liabilities 
Net forcign exchange holdings... .....0:0eeeee+ (23,8 
Changes in other accounts.......eeecseeeveeees 10.9 
Isrrors and omissions....... eae wets Ree Btied —1.6 


a 53, 


Egypt: Balance of Payments * 


139.8 133.1 
150.7 190.3 
—-10.9 -—57.2 


14.5 23.2 
3.6 —34.0 
-0.3 2.2 
3.3 —31.8 
6.9 —32,3 
-3.8 0.9 
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Million Current Egyptian Pounds 


1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 
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Table 24 


~ 


Egypt: Balance of Payments * 


1961-64 


1961 


Current transactions 


Receipts 
Proceeds of exports..............- 164.9 
Insurance....-. 2... secs e eae cence 0.8 
Shipping......... cee ee ee eee eens 8.2 
Suez Canal dues...............05- 51.2 
Interest, dividends, and other reve- 

MUCS is rahe ee eee hws aa ee 5.8 
Travel and maintenance........... 3.3 
Other receipts.......... 0. cece eres 21.9 

TOA 26 eles slaves S seas dreaieee esas 256.1 

Disbursements 
Payments for imports...-.........- 241.4 
Biles s.'s. cees6 cb ieee iene eiew eee 0.1 
Other commercial payments........ 4.5 
Insurances... 2. ce cece cece eee eens 1.0 
Shipping. ...... 0... cece eee neces 7.8 
Interest, dividends, and other reve- 

TUES 5 ccecesddsa nbs alere ede eat eis 4.5 
Travel and maintenance........... 9.7 
Government expenditure..........-+ 30.9 
Other disbursements.............. : 9.5 

vis) 1] nn eee 809.4 

Balance of current transactions . —53.3 
Capital transactions 
Inflow 
US counterpart funds and loans.... 27.7 
Foreign loans.........0eee seve aces 16.7 
Credit facilities...............065- N.A. 
Other inflow. ....-..... eee ee ueee 0.8 
POG ck TG ies Sok ee Ae ease 46 2 
Outflow 
Repayment of credit facilities...... N.A. 
Repayment of other liabilities...... N.A. 
Compensation payments........... 8.0 
Other outflow. ........... cece eeee ~ 38.3 
yf 17] Sea ae eer ee 11.38 
Net capital transactions ........ +33.9 
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Million Current Egyptian Pounds 


ne 
Unease 
0 ot 


gx 
eee 
DORMS 


w 
wo 


DOWOP 


GNAOn - 


1964 
Provi- 
sional 


1963 


228.8 227.6 
1.4 0.7 
9.8 8.8 
71.1 78.4 
6.9 7.2 
9.3 
1.0 
36.5 2 
$68.8 878.7 
402.6 399.4 ° 
0.7 0.8 
5.8 5.2 
0.9 0.6 
9.6 8.9 
11.7 15.0 
11.5 12.3 
28.3 36.8 
15.6 17.8 
486.7 496.8 


57.5 69.1 
63.0 114.8 
66.1 NLA. 
0.5 4:3 
187.1 188.2 
39.0 N.A. 
35.0 50.9 
11.3 
Ae } 26.2 
93.4 77.1 
$93.7 $411.1 
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Table 24 (Continued) 


ee eek 


Overall balance 
Current transactions......... ceseeee 53.3 — 117.6 122.9 —~ 123.1 : 
Capital transactions...............- » +83.9 +80.7 +93.7 +111.1 es 
Overall deficit.......cccecceceereee 194 —36.9 —29.2 —12.0 Z 
Balancing items 
: Net foreign exchange holdings (de- 
CLEASE, —)... cece cence ee ee ee OBA —16.8 —-1.9 —9.1 
Nonresident bankers’ accounts (de- 
crease, +). .... cece eee picteyehurelabe +0.9 ~6.3 —2.0 +5.6 
Other nonresident accounts and other : 
liabilities (increase, —)............ —3.7 +2.2 —18.0 -3.3 
IMF position (increase, —).......... +0.9 —20.0 —6.4 —-1.9 
; Errors and omissions...............4. +5.9 +4.0 -0.9 ~-3.3 
—19.4 — 86.9 —29.2 ~12.0 
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Table 25 


Egypt: Long-Term Foreign Debt as of 31 December 1965 


Million Current US $ 


Out- 
standing 
Debt 


Credit 
Drawn 


Free World: Long-term loans and 


supplier's credits *........- 924 176 748 
United States >.............. 124 34 90 
Western Europe 

Austria and Switzerland.... 6 5 1 

Belgium and the Nether- 

Jans ong. ted edo tiie 2 1 1 
France.........0... ate dace 2 Negl. 2 
Ttalycees ovate ee see 8 134 36 _ 98 
Scandinavia...........008 13 . W:: 3 
United Kingdom.......... 65 - 32 33 
West Germany...........- 120 25 95 
Yugoslavia............00- 12 7 5 

Other 
Kuwait ?......... eee eee 219 0 219 
Japan....... Mae eietsseues 45 13 32 


Multilateral organizations 
International Bank for Re~ 
construction and Devel- 


opment... ........6.06- 57 13 44 
International Monetary 
Fund (net drawings)..... 125 0 125 
Communist countries... 2.12.64 1,062 486 576 
Economic credits...........- 453 val 382 
USSR eo sci ed dee eines 355 29 326 
Eastern Europe : 
Czechoslovakia.........- 40 19 21 
East Germany.......... 33 13 20 
Hungary..........-..6- 21 10 i 
Poland. ..............-- 4 Neg]. 4 
Communist China......... a : 
Military credits............- 609 4t5 > 194 
Total long-term foreign debt .... 1,986 662 1,324 


«Five years or more. Data for countries other than the 
United States are based primarily on information as of 30 Sep- 
tember 1965. 

> Dollar loans only (excluding P.L. 480 foodstuffs). 

* Including about $116 million in long-term deposits in Egyp- 
tian banks. 

4 Communist China provided a grant of $4.7 million in 1956. 
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Development c 
term economi 
P.L. 480)... 

Short-term bank 

Bilateral trade c 

Military credits 


Total foreign 


Amount.... 
Annual iner 


P.L. 480 loans. . 
Total foreign a 
Amount... 
Annual iner: 


» Estimated. 
& Annual aver 
® Annual aver: 
@In addition, 
by the Egyptian 
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Table 26 


Egypt: Accumulation of Foreign Debt > 
Selected Years, 1955-65 


Million Current US $ 
1955 | 1958 | 1960 | 1961 1962 | 1963 1964 1965 
Development credits and other long- 


term economic obligations (excluding Se hake cata 

P.L. 480)........ oes aia wifeydieiwin e's.ac8 20 200 300 580 590 790 = 1,000 1,130 
Short-term bank credit.............2-. 25. Sika 35 60 145 200 200 200 
Bilateral trade deficit..............:.. 30 146 142 155 164 158 179 229 ® 
Military credits............- eee eceee cee 214 149 189 186 196 183 194 


Total foreign currency debl 


Amun oie dees 0 oie Sao ba ewes 50 560 626 984 1,085 1,344 1,562 1,753 
j Annual increase.......... eee eens cone 170» 33° 358 101 259 218 191 
i - 7 

| i . 
PiLs 480 Woans ns.osssc ch okawseee nee e ee habs ass 200 230 380 510 700 750 
i Total foreign debt 

H 

AMOUNT ieee s Cw oie Os eden bie ke 8 50 560 826 1,214 1,465 1,854 2,262 2,503 2 
a Annual increase... .... 0. cece ee oe ae 170» 133° 388 251 389 408 241 

» Estimated. 


>» Annual average for the three years 1956-58. 

° Annual average for the two years 1959-60. 

4 In addition, settlements and negotiations for compensation to foreign owners of property nationalized or sequestered 
by the Egyptian government entail obligations totaling about $165 million. 
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Table 27 
Egypt: Estimated Repayments for Soviet Economic and Military Aid *. 
1959-70 
Million Current US $ 
j_i959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1963 | 1969 | 1970 
Cumulative total .. 00... ccc cece eee eee 17.0 35.9 55.0 101.3 150.8 212.2 255.3 $03.6 354.4 427.4 504.6 604.8 
Annual total. ccc cc ccc eee cece ee anes 17.0 18.9 19.1 46.8 49.6 ° 61.4 48.1 48.3 60.8 73.0 76.8 100.0 
For military credits........ cece 16.7 16.7 16.7 43.0 43.0 43.0 22.0 22.0 22.0 43.0 43.0 43.0 
For economic creditS..........00ceeee 0.3 2.2 2.4 3.2 6.5 18.3 21.1 26.3 28.8 30.1 33.9 57.2 
f: 1957—oil equipment 
i Principal... ......... CC Re a asarerare sus 1.8 1.7 1.7 1.7 1.7 Cis Saat 
Interestivccate coc eee saa as 0.2 0.2 0.2 0.1 0.1 = Negl. alt asetate 
1958—First Plan 
Principals. siac.ct atslee veces aceite ieee ested oaece 0.3 2.0 3.7 5.5 10.0 12.0 12.0 12.0 12.0 
Taterest 2. g.i ay ci cecusrecers wer tvardesy eneiaet 0.1 0.1 0.4 0.8 1.4 2.3 3.2 3.0 2.7 2.4 2.2 1.9 
1958—Aswan High Dam . 
Principal... ..cceseee nes itdvaswe Coven tee vials cares ae 7.2 8.5 8.5 8.5 8.5 8.5 8.5 
Tnterest. cece e ancd esau eee Ree ered Neg. 0.1 0.4 1.2 2.5 2.3 2.1 1.9 1.7 1.5 1.3 
1960—Aswan High Dam ; : 
PRINCIPAL so die dca nee wee bere aes sees Saas es weg eee ety, 1a ae eet anes sae eke 18.9 
Interest nose ices css eek eee, eas neds ire ons 0.1 0.9. 1.6 2.4 3.2 4.0 4.8 5.7 
1963-64 credits , et 
Principal ieiciiuaine sea Vee ewe ERE Rees neces Saas ates hiserbi Reketer Se Ae tie aaa Soc 0.5 2.5 5.5 
‘Taoterest...-. eee heacites @hiereieaeleHt se — Vacetets ees ies nace teed ane eae 0.2 0.5 1.0 2.5 3.5 
*H. Because of rounding, components may not add to the totals shown. 
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Table 28 


Egypt: Commodity Composition of Foreign Trade * 
1960 and 1964 


Value 
(Million 
Current 
US $) 


Value 
(Million 
Current 


Percent 
of Total 


Percent 


Bepors sc veces esas og Kode kle es oe tie ee 668.1 100.0 589 1 100.0 

Poddstuffs sco oscar ee eects 65.8 11.6 106.7 19.8 
Raw materials..............-.e8 000. 396.3 69.8 276.0 51.2 

Piels fii edacciok hw ld tints 13.8 2.4 48.5 9.0 
Finished and semifinished products. ... 75.0 13.2 91.1 16.9 
Othereveccsw deve sakt Meee ede ees 17.2 3.0 16.8 3.1 

Tmports. ccc cc ccc cece cee cece nee nnee 667.7 100.0 953 1 100.0 

Consumer goods..........--+0.2eeee 178.6 - 26.8 290.7 30.5 

Intermediary goods................. 263.9 39.5 308.2 32.3 

Investment goods.............060-6- 167.4 25.1 - 245.9 25.8 

Others .. eich 6 og tiie eae ees 57.7 8.6 108.3 11.4 


»%. Because of rounding, components may not add to the totals shown. 
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33, IMF. International Financial Statistics, vol XVIII, no 8, Aug 65. U. 
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DEPARTMENT OF STATE § “S4 CC fal Werrgeyer 


WASHINGTON SS 
June 30, 1966 : aal 


MEMORANDUM FOR MR. WALT W., ROSTOW -- 
THE WHITE HOUSE 


Subject: Appointment? with UAR 
Ambassador 


UAR Ambassador Mostafa Kamel returned to Washington June 23 after 
leave and consultation in Cairo where he met with President Nasser and 
senior UAR officials. He is anxious to resume contacts with key US 
officials and has requested an appointment with you this week. 


ae ie tem 


In accord with our policy of keeping open as many doors as possible 


batween Washington and Ho ne believe it would be useful for you to pbb 


meet with Ambassador Kamel. 


eens = ‘ : 2 

Ambassador Kamel says he is concerned about the atmosphere of suspicioa 
and fear of US intentions which he found in Cairo. He will probably comment 
along the following lines: 
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1 Yemen is the prime issue facing the UARG and many Egyptian officials a 
believe the US is supporting King Faisal's intransigent stand in order_to ; 
bring down the Nasser regime. US reluctance to cooperate with the UAR has oe 
strengthened the hand of leftist elements anxious to discredit the reformist : 
Muhyadin government. In order to gain ascendancy, these elements are 
seeking to undermine US-UAR relations and to create a climate that would : : 
prevent the sale of US wheat.to the UAR. i : 

2. Past actions by the UAR indicate a desire to cooperate with the - 
West, for example: ; 


» 


a. Settlement of difficulties between the UARG and Pan American 
Oil Company. : 


b. Offer to compensate the US for damages to the USIS Library. 
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c.- UAR letter of intent to Westinghouse to arrange financing 
for construction of a nuclear power and desalting plant. (Apparently 
the failure of International General Electric to arrange financing for 
this project has induced the UARG to cay its luck with Westinghouse.) 


d. UARG decision to purchase three Boeing aircraft for United 
Arab Airlines. 


e. Submission of a draft law to the UAR National Assembly to 
“solve outstanding difficulties with the Shell Oil Company. 


f. Invitations to Mr. Davies, head of Food Machinery Corporation, 
and other US businessmen to visit the UAR in an effort to interest them 
in participation in economic development projects. 


3. Further evidence that the UAR desires closer relations with the 
West includes: 
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b. The UAR does not believe in the axis concept. If Faisal 
wants an Islamic pact, the UAR is not inclined to respond by creation’ of 
a “progressive” axis, e.g., the UAR, Syria, Algeria. The UAR desires ; 
close bilateral relations with other Arab states, but no axis. 7°" 
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oN ‘ Nh 


wr 

d. Ambassador Kamel is carrying a letter to Secretary Rusk from 
UAR National Assembly Speaker Sadat renewing the invitation to visit the 
UAR. He also has a gift photo of President Nasser for President Johnson. 


‘ 


4. The UAR has asked to purchase §50 million worth of wheat on CCC vty 
credit and hopes for US help in obtaining the 10% guarantee (i-e., $5 million) 
from US banks. This arrangement will ease pressure on the UAR to meet 

immediate food needs. Although the-Ambassador says the UAR does not expect | 
a public response to its PL-480 request until after the November elections ,—«-~ | 
it would be desirable to reassure the UAR Government by a secret expression 

of intent to respond favorably. Failing this, the Soviet Union is likely 

to provide wheat to the UAR. 
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You may wish to respond along the followipg lines: 


1. There should be no doubt in the Ambassador's mind that the US 
continues to desire improved relations with the UAR. While the climate 
of US-UAR relations does not permit a positive response at this time to 
the UAR request for a new PL~480 agreement, we are keeping the request 
; under consideration. “Meanwhile we are prepared to offer commodities for 
i, sale under CCC credit terms. 


2. As we have said on many occasions (e.g., in the Secretary's talk 
with Anwar al-Sadat) quiet diplomatic discussions of US-UAR differences’ 
are preferable to public debate. 


3. You are encouraged by what the Ambassador has had,to say about 
the UAR desire for good relations, and you hope there will be concrete 
evidence in coming weeks of the UAR desire to improve the climate. We have 
done all we can in the existing climate and must now look to the UAR for 
positive signs. 


4. A constructive UAR attitude toward Yemen and South Arabia, and at 
Noiee ae a more objective UAR position on Vietnam, as well as demonstrable 
i Prearens toward improving stability in the Near East might brighten the 
prospects for future US-UAR cooperation.” 


5. We regret current polarizing trends in the Near East,. shall continue 
fQ-take no action to encourage these trends, and hope that the states of the 
area #14] perenive that polarization along present lines serves only the interest 
of the « ghey who are actively encouraging the formation of blocs while ; 


trying to pinche blame on others. : : 


: B njamin H. "Read 
Executive Secretary 
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LYNDON B. JOHNSON 


